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ABSTRACT 


In Alberta, the regulation of the fluid milk sector is administered 
by the Alberta Dairy Control Board and the Public Utilities Board. These 
agencies administer the regulation of the supply of fluid milk by means 
of a system of quotas, administer the price of fluid milk and administer 
federal regulations and policies. This study is concerned with these 
programs, and particularly with fluid milk quota policies, regulations, 
and values. 

Fluid quota data covering the years 1975 to 1979 were obtained 
from the Alberta Dairy Control Board. These data cover Alberta except 
for the Peace River area. Quarterly average weighted fluid milk quota 
values in Alberta during this time ranged from $2.25 to $28.25 (per daily 
pound). In the fourth quarter of 1979, this value decreased to $6.25. 

The high average value of $28.25 per pound in Alberta in 1978 was mainly 
due to high quota values in the Calgary-Lethbridge area. In the Edmonton 
area over the time covered by the study, average fluid quota values 
ranged from $2.25 to $16.00 per pound, with $4.00 per pound being the 
average value in the fourth quarter of 1979. 

The majority of fluid milk producers in Alberta produce from 
1,000 to 2,500 pounds of milk per day, with the average being 1,855 pounds 
per day (1979). With quota values at the levels which have prevailed, 
the cost of the right to produce fluid milk has been high at times. Areas 
of concern that have arisen from the system of fluid milk regulation and 
which are discussed in this study are the capitalization of quota benefits 
into quota values, the barriers to entry created by quota systems, and 
some of the resource misallocations which can arise from them. Capital- 


ization reflects higher expected income to fluid quota owners. Barriers 
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to entry can occur because of the potential high cost of purchasing fluid 
milk quota. Resource misallocations can arise because of the supply 
control program and also because of constraints on geographical shifts of 
fluid milk quota. 

A major objective of this thesis is to examine, using a single- 
equation regression model, the relationship between fluid milk quota 
values in the province of Alberta and in the Edmonton milkshed with 
selected economic indicators. These are: the difference in price between 
fluid and industrial milk in Alberta, beef prices in Edmonton and Calgary, 
and the sub-components of the "composite" index used in the pricing 
formula for fluid milk. 

The models were tested in both linear and double logarithmic form. 
The results indicated that average steer prices were related inversely to 
fluid quota values and were significant in all models where steer prices 
were included as a variable. The variable of fluid-industrial milk price 
differences was significantly related to quota values in two of the five 
models which included this variable. In addition, three production cost 
indices--farm inputs, 16 percent dairy feed, and alfalfa hay--were 
significantly related to quota values. 

An additional objective of the study is to examine and evaluate 
the major features of the system of formula pricing of fluid milk in 
Rabent a. Some advantages and disadvantages associated with this method 
of administered pricing are outlined. Forms of formula pricing used in 
other provinces are briefly compared. 

The study recommends that fluid milk quota values and their 
perceived determinants be recorded over time by either Alberta Agriculture 


or the Alberta Dairy Control Board. In addition, a simplification of the 
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complex regulations of the milk industry (federal and provincial) is 
recommended. In particular, changes in present Alberta quota policy such 
as the geographic restriction on quota transfers should be considered by 
the Alberta Dairy Control Board. Also, a re-evaluation of formula pricing 


in its present form (1979) should be undertaken. 
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CHAPTER I 


INTRODUCTION 


The Canadian Dairy Industry appears to be the most regulated 
agricultural industry in Canada. In Alberta, the regulation of the fluid 
milk sector is administered by the Alberta Dairy Control Board (ADCB) and 
the Public Utilities Board (PUB). The system these agencies administer 
was originally put in place to remove "boom and bust" cycles from an 
unstable industry and to ensure producers a "fair return". Lately, however, 
the above agencies and similar boards in Canada have been highly criticized 
for their lack of concern regarding consumer interests or the "public 
interest". As in other provinces, the system of regulation appears to 
have maintained fluid milk prices above the level which would have prevailed 
in a more unstable unregulated market by regulating the supply of fluid 
milk. This regulating of fluid milk supply has been achieved by means of a 
system of administered pricing and fluid milk quotas. These regulatory 


activities are sanctioned by legislation and are legally binding. 


The Nature and Scope of the Problem 

Milk production in Alberta has historically been characterized as 
unstable. There have, at times, been erratic production cycles and 
relatively low incomes for milk producers. Producers, therefore, have 
preferred an organized or regulated market for milk, because of its ability 
to provide economic stability and security. These features led to the 
establishment of the regulatory system under which supply is regulated and 
prices are administered. These activities and the types of agencies that 
administer them have also applied in other provinces for milk and for some 
other agricultural commodities. 


The milk producing industry has traditionally been differentiated 
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into industrial and fluid milk producing sectors. Originally, this 
differentiation was due to different quality standards in the two sectors. 
Today, however, the difference is largely in the uses of these two 
categories of milk, that is, between those products which are processed 
and can be stored, and those products which are relatively perishable and 
must be consumed within a shorter period. The federal government regulates 
industrial milk (since industrial products, e.g., cheese, are traded 
across provincial boundaries and in international trade), while the 
provincial government regulates the fluid milk sector whose major products 
are consumed locally. The method followed by both governments in 
regulating these sectors is essentially the same. It involves regulating 
Supply and administering prices of milk in its various forms through its 
agencies. 

The regulatory agencies are the Canadian Dairy Commission (CDC) and 
the Alberta Dairy Control Board (ADCB). Essentially the CDC regulates 
industrial milk supply by means of market-sharing quotas (MSQ), while the 
ADCB administers a system of fluid milk quotas. In addition, the Public 
Utilities Board (PUB) of Alberta administers fluid milk pricing at the 
producer, processor, and retail sales levels in Alberta. The producer price 
of fluid milk is administered by a formula which computes eight components 
into one index, on which the level of fluid milk prices is calculated. 

One feature of the fluid milk quota program and, to a lesser 
extent, of the MSQ program, is the feature of the capitalization of the 
expected future streams of net benefits from the ownership of quota into 
its present value. That is, the anticipated net returns from producing 
fluid milk are apparently higher than such other uses of producers' 
resources as producing industrial milk, since fluid milk quota has a 


value. Thus, when the expected stream of net income benefits from fluid 
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milk production are anticipated to be relatively high, the value of fluid 
milk quota can also be expected to be relatively high. When the expected 
stream of net income benefits is relatively low (relative to other 
production alternatives) or is decreasing, the value of fluid milk quota 
is likely to follow a similar pattern. 

One major purpose of this study is to examine, to the extent that 
available information permits, the nature of the influences on fluid milk 
quota values in Alberta. A related evaluation of the formula pricing 
system for fluid milk is undertaken in an effort to determine the relation- 
ship of the formula and its components to quota values. A regression model 
exploring these relationships is tested. Particular attention is placed 
on examining the effects of those formula components which reflect 
production costs. In addition, the price of beef cattle is included in 
this analysis as an indicator of gross returns from an alternative 
production enterprise. This quantitative analysis focusses on the time 


period from 1975 to 1979. 


Study Objectives 
The major objectives of this study are to document, examine, and 
assess the main economic effects of the quota program for fluid milk in 
Alberta. Specific objectives of the study are: 
1) To outline a brief history of dairying in the province; 
2) To describe federal and provincial policies, regulations and 
programs for the sector; 
3) To examine and evaluate the major features of the system of 
formula pricing of fluid milk in Alberta; 
4) To document and to evaluate the major economic effects of 


fluid milk quota policies in Alberta; 
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5) To examine, using statistical techniques, the relationship 
between fluid milk quota values and the selected economic 
indicators of: 

a) the difference in price between fluid and industrial 
milk in Alberta; 

b) the "composite index" used in the pricing formula; 

c) beef prices in Edmonton and Calgary; 

d) those individual components of the "composite index" 
which reflect production costs; and 

6) To indicate areas where improvements in the regulatory system 


can be made. 


Study Outline 

Chapter II contains a brief history of dairying in Alberta from 
1885 to 1979. Chapter III provides background information regarding 
federal involvement in the dairy industry. Information on the CDC, market 
Support and purchase programs, MSQ, and industrial milk pricing is presented 
in this chapter. Chapter IV provides information on the provincial policies, 
programs and regulations which apply for milk in Alberta. In particular, 
this chapter reviews formula pricing and quota policies for fluid milk in 
the province. 

Chapter V consists of a review of literature and provides a 
theoretical framework for analysing quota values. In Chapter VI, the 
methodology and models used in the study are discussed. In Chapter VII, 
the results of the quantitative analysis of the relationship between fluid 
milk quota values in Alberta and various economic factors are presented. 

The final chapter, Chapter VIII, provides a summary of conclusions from 


the study and presents a number of recommendations. 
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CHAPTER II 
A BRIEF HISTORY OF DAIRYING IN ALBERTA 


The establishment of the dairy industry in Alberta was associated 
with the construction of the Canadian Pacific Railway (CPR). | Dairy herds 
were established in Calgary and Edmonton with the completion of the CPR's 
trans-continental line in 1885, and the rail connection between Calgary 
and Edmonton in 1891. By 1888, commercial production exceeded household 
fluid milk needs, resulting in the establishment of the first dairy factory 
in Calgary which took advantage of eastern and western markets due to 
rail connections. In 1897, a further impetus to dairying was derived from 
a general reduction in freight rates under the Crow's Nest Pass Agreement. 
These freight reductions, plus the need for dairy products resulted in the 
shipment of dairy products to the mining and lumbering centres of British 
Columbia and the Yukon. 

With the growth of the dairy industry between 1890 and 1905, 
cheese factories and creameries sprang up in several areas, particularly 
in Calgary, Edmonton, and areas adjacent to the Calgary-Edmonton railway 
line. However, few of these factories were successful. Inadequate cow 
populations and insufficient and irregular milk supplies forced many 
factories to cease operation and caused others to suffer financial 
difficulties. As a result, the federal government (the province of Alberta 
was not yet formed), provided an impetus to the dairy industry by means of 
a "North West Territories Creamery Program". This program provided 
financial backing and managerial personnel in operating creameries and 


cheese factories. The program also encouraged farmers to build up their 


‘The following historical material, except where explicitly noted, is 
from: Chester F. Prevey, "The Development of the Dairy Industry of 
Alberta." Unpublished M.A. Thesis, University of Toronto, Toronto, 


Ontario, 1950. 
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dairy herds, factories to improve the quality of their dairy products, 
and the dairy industry in general to introduce new techniques. 

In 1905 the province of Alberta was formed. This formation led 
to the withdrawal of the federal government from active operation of 
creameries in Alberta. These creameries (12 altogether) had been manage- 
rially and financially assisted by the federal government, but the 
creameries themselves were all owned by local farm associations. 

On May 1, 1906 the Dairy Branch of the Alberta Department of 
Agriculture started operations. This event coincided with the takeover 
of all federally controlled creameries in Alberta by the newly-formed 
provincial government, an activity which involved the marketing of 
butter plus plant management. Five years later various associations took 
over the managerial aspects of the above creameries but the government 
continued to market the butter from all creameries (including privately 
owned creameries) in Alberta until 1927. 

The period from 1906 to 1914 was one of rapid expansion for the 
dairy industry of Alberta. New technological methods were introduced 
from other parts of the world. Notable amongst these were the use of the 
Babcock test, | use of cream separators, and pasteurization of fluid milk. 
In addition, the development of homogenized milk, "Superior" milk (milk 
that tested 10 percent butterfat) and the changeover from "domestic type" 
butter (high in color and salt content) to "export type" butter (similar 
in taste, color and flavour to New Zealand butter) was introduced. 


During the above period, the provincial government introduced 


| i t provided for a simple method of 
Named after Stephen Babcock, this test p 
measuring the Rirmersat content of milk. The test discouraged milk 
adulteration and aided in factory manufacturing of cheese and butter. 


tbe cat st5ih ty at hws i 
asupianey ‘ait woul? ‘ 


hog atoek § alleen oT cbsina een ‘neal 


be molpshoty nahn, As ‘nen he 

<tiarecin hese yes oe want é a zak ey (2. 

“ Ngted jae ; miiay oe EN abate ‘ath a a) 

agit ar pig ie} a “oni m3 

be Snare Regie’ ete i ‘hs, Missy i 

Lapriod~ Vlad PAF. ject bulk ust We items ta" wae 

Sinn ad be fovalg ite ant | 

JOT ena haproweap sich A oAeh, rmagcontt |. ‘ ae f 

nome acniy edt toe eA iatamheg Semele echoes stage 

Visday 4a. gett anh) eine its mt pt att ss 

. | aap SSShay tT by 

“tg VOT oF ene bireyiaity eae oni sia obi dN pba 

‘fe sbottnd ETD) eho hea: Lieiog olga alt: enh 

am) To > gf’ Yow — “oahionw oi ig? i 3; os 

ACS PTT RO iisitlie! zeit ‘bya: asin baie teria aie 4 

Pear. £cel" snepmagtie a3 a Swanigatsrobinedd | 

20y3. 3h TAgnobs. ‘may? avai one hate ‘(antag Shere OF bk ’ 
nae) echt: "GND sree. cd * dieheoo Stine toe neti 

(baciboutn dni. few bo tl wieltie: sweat? bith tOTOD ys 

DAE FAs aw y PS be alt a vot Bi on) ure 


NO SROSAT: SLGUER & 10 paibivent gam Hat . 3 
il» pape niagz)h Sues si at 1 stem 
vg sstie ny (SeSony 7 pans Te wie : 
Ms 4 
° : 5 : i oa ra 
- _ ~ . 


regulations for the dairy industry by way of the Dairymen's Act. Part I 
of this act was passed in 1907 and part II was passed in 1910. This act 
dealt with the registration of associations, Sanitary inspection of 
creameries, cheese factories, farm dairies and for the appointment of dairy 
inspectors. It also provided standards for sampling and testing milk and 
cream, plus record-keeping by creameries and cheese factories. 

The period from 1914 to 1924 witnessed a further rapid expansion 
of the Alberta dairy industry. This was due to increased demand for 
dairy products during World War I and was also a result of the increasing 
population of western Canada. After the war, expansion continued, leading 
to a problem of "surplus" milk supplies in Edmonton and Calgary. This led 
to the establishment of fluid milk producers' associations to act as 
collective bargaining agents for producers. 

A major readjustment in the industry occurred between 1925 and 
1929. The rapid expansion which had been experienced previously came to 
an end. Alternative farm products became more attractive because of 
improved prices, particularly for beef and wheat. | Another feature of 
this period was government encouragement of cooperatives to process and 
market agricultural commodities .* As a result, a number of dairy pools 
were formed. Notable amongst these dairy pools were the Northern, Central, 
and Southern Alberta Dairy Pools. With the appearance of these dairy 
pools, the provincial government terminated its marketing activities. 


During the 1925-1929 period, an important new dimension occurred 


} i 4 1 ts of Dairying in Alberta." 
Austin A. Lupton, "Some Georgraphical Aspects 
Unpublished MA. Thesis, University of Alberta, Edmonton, 19652;10- 2 30. 


“The government at the time was the United Farmers of Alberta which 
advocated cooperatives and farmer organizations. 
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in the industry as farmers tried to switch from the production of 
manufactured milk to more profitable fluid milk production. To limit the 
transfer of manufactured milk producers into fluid production, the city 
health authorities in Edmonton and Calgary limited the area from which 
milk could be drawn to within a 15 mile radius of the city. In addition, 
to ensure an all-year-round milk supply, the milk producers' associations 
and distributors agreed to a quota system of purchasing milk only from 
members of the association. These quotas were determined on the average 
daily quantity of milk each farmer delivered during the months of least 
production, name ly the winter months. The highest milk price would be 
paid for quota milk. Surplus milk in excess of these daily averages 
received a lower price. Once these quotas were established, new producers 
were barred from entering the fluid market unless a producer purchased an 
existing shipper's quota. The price for these quotas was whatever the 
market could bear. 

The price of milk was set several times a year by means of 
negotiations between producers' associations and distributors. The 
producers' associations, with the protection of the barrier to entry into 
the industry provided by the quota provision, bargained individually with 
the distributor. The distributor, in his negotiation with the producers 
associations was guided by consumer demand and the possibility of new 
distributors entering the market. The basic producer milk price for 3.6 
percent milk from 1926 to 1929 in Edmonton ranged from $2.33 to $2.63 per 100 
pounds (hereafter $/cwt). The price to Calgary producers was similar. 
The retail price of milk averaged from 10 to 12% cents per quart during 


the same period. 


During the early 1930s, the dairy industry in Alberta experienced 
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very low prices. Prices for agricultural commodities, including fluid 
milk, were generally low relative to operating costs. In order to 
supplement farm incomes, many farmers were forced to milk cows for 
additional revenue. Established milk producers who had invested heavily 
in their dairy operations were faced with serious economic problems. In 
view of the chaotic economic period, established milk producers appealed 
to the provincial government to institute price controls on fluid milk 

at both the producer and consumer levels. Thus, in February 1933, fluid 
milk in Edmonton and Calgary came under public control by an amendment 

to the Public Utilities Act. The Board of Public Utilities Commissioners 
(PUB) was empowered to conduct public hearings, make judicial decisions 
regarding fluid milk pricing, set minimum producer and consumer prices of 


| Within a short time of this board's 


milk, and regulate milk quotas. 
activities, the economic position of the fluid milk industry in Edmonton 
and Calgary was improved. Following this change, further milk controls 
were implemented in other areas. 

By the early 1940s, the PUB had improved the economic position of 
the fluid milk industry. This position had been accomplished by: (1) 
raising both the basic and surplus price of fluid milk; (2) limiting the 
number of producers and distributors by means of endorsing former quota 
policies and licensing of distributors; (3) setting the price of retail 


milk; and (4) eliminating producers who were incapable of producing fluid 


milk all year round.© 


Veronica McCormick, A Hundred Years in the Dairy Industry. Ottawa: Dairy 
Farmers of Canada, 1968, p. 98. 


2 


Chester F. Prevey, op. cit., P- 192-194. 
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During the early 1940s, the dairy industry in Alberta expanded 
at a rapid rate due to the lack of foreign and domestic competition. This 
lack of competition was the result of World War II and the regulations of 
the Agricultural Food Board and Dairy Products Division of the Wartime 


Prices and Trade Board. | 


The postwar period saw a slight decrease in 
dairy production, but a steady increase in dairy product prices. A notable 
event in 1949 was the federal passage of "An Act Respecting the Regulation 
of Control of Margarine". In this Act, margarine could not be colored 
yellow and that if served in public eating places as a substitute for 
butter, notice of the fact must be given. 

In the 1950s, the dairy industry in Alberta became much more 
specialized as farm operations became larger. Important events during 
this decade were the introduction of such technical innovations as bulk 
milk tanks, milking parlours, and artificial insemination. These 
innovations resulted in increased herd size and milk yields per animal. 
In 1951, the average herd size under the Provincial Cow Testing Service 
was 16.8 cows .° In 1960, the average was 25.7 cows. > Average milk yield 
per animal in 1950 was 4,617 pounds (166.2 pounds butterfat at 3.6 percent) 
compared to 5,917 pounds (207.1 pound butterfat at 3.5 percent) in 1960. 
Although both production per animal and herd size increased, the total 


4 
number of cows decreased by 20,800 over the decade. 


Taustin he) Lupton. yOpe CiteseP-a34-39- 


“niberta Department of Agriculture, Annual Report 1951, Edmonton, 19525 
Opal ee 

>Alberta Department of Agriculture, Annual Report 1961, Edmonton, 1962, 
p. 74 


*aiberta Department of Agriculture, Annual Report of the Dairy Branch 1962, 
Edmonton, 1963, p. 19. 
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During the 1950s, the manufacturing sector of the dairy industry 
experienced problems. Accumulation of stored stocks of butter applied 
during this decade. As a result of price support activity under the 
Agricultural Products Act of 1947 and the Agricultural Stabilization Act 
of 1958, the federal government supported a price support program. Import 
restrictions on butter were also applied. The cost of the butter support 
program from 1950-1951 to March 1958 was estimated at $16 million. | 

In the 1960s, many farm improvements were made. The conversion 
to bulk tanks proceeded. These increased from 737 in 1961 to 1,305 in 
1970. The number of herds under the provincial testing service increased 
from 455 in 1960 to 504 in 1970. Average herd size also increased from 
25.7 cows in 1960 to 41.4 cows in 1970. Average production per cow 
increased from 5,915 pounds of milk in 1961 (207 pounds of butterfat at 
3.5 percent), to 7,721 pounds in 1970 (270.2 pounds of butterfat at 3.5 
percent). Also during this decade, the total number of licensed fluid 
milk and cream producers decreased from 1,001 in 1961 to 759 in 1970, a 
reduction of 24 percent. This reduction was associated with a decrease 
of 90,000 cows (approximately 31 percent) and 192,000 pounds of milk 
(approximately 11 percent) during the nine years .¢ 

In the 1960s the fluid and manufacturing dairy sectors also 
experienced institutional and policy changes. In the fluid sector the 
major changes were: (1) the amendment in 1964 of the Margarine Act to 


permit the coloring of margarine to a deep shade of yellow; and (2) the 


] 
of Agricultural Economics, C.A.E.S. Workshop Proceedings, 1971, p. 10. 


*nlberta Department of Agriculture, Annual Reports of the Dairy Branch and 


Alberta Milk Control Board. Various issues between 1961 and 1970. 


J.W. White, "The Canadian Dairy Industry in Retrospect." Canadian Journal 
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establishment of the Alberta Milk Control Board in 1969. The Board was 
made responsible for enforcing regulations and orders with respect to the 
production, processing, supply transportation, distribution and sale of 
milk in the province. The Public Utilities Board (PUB) retained 
jurisdiction over the pricing of fluid milk at the levels of producers, 
processors, and retail sales. 

In the milk and cream manufacturing sector, the major event was 
the establishment of the Canadian Dairy Commission in 1966. This body 
was given powers to administer federal support funds, determine payments 
for milk and cream, and exercise control of interprovincial and export 
trade of butter, cheese and skim milk powder. The Commission undertook 
a form of supply management by introducing Subsidy Eligibility Quota 
(SEQ) in the 1967/1968 dairy year. Each producer who delivered manufac- 
turing milk or cream in 1966/1967 was allotted a subsidy quota for 1967/ 
1968 equal to the amount of his previous year's delivery. On deliveries 
up to this level of SEQ, the Commission paid a subsidy of $1.21/cwt of 
industrial milk. Production over SEQ levels did not receive a subsidy 
during 1967-1969. However, starting in 1969/1970, a penalty for production 
beyond the SEQ allotment was imposed. 

In the first half of the 1970s, the dairy industry experienced 


financial pressures. Both prices and average total costs (the latter as 
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measured by the Alberta Agriculture Survey |) more than doubled during 

this time period. Notable events which occurred during this period were 
the introduction of formula pricing at the producer level for fluid milk, 
and the provincial entry into the national market-sharing program for 
industrial milk. Costs (particularly of feed) in 1973 and 1974 were 
rising at such a rapid pace that there were frequent requests to the PUB 
for public hearings in order to change producers' prices. The PUB adopted 
formula pricing of fluid milk in October 1974. The components of the 
index were measured each month. A new pricing order was issued any time 

a change of 38 cents per cwt in the producer price was indicated by the 
formula. This formula pricing system was still in effect in December 1979, 
although changes during 1980 are possible. 

In 1972, Alberta joined the national market-sharing program for 
industrial milk. This plan replaced the earlier SEQ program. The market- 
sharing plan encompassed a market-sharing quota (MSQ) system for industrial 
milk and "excess" fluid milk. Under the market-sharing arrangement, each 
industrial producer received a market-sharing quota based on his deliveries 
in the year preceding entry into the plan or on his SEQ, if that was 


‘The Production Economics Branch of Alberta Agriculture conducts a monthly 


survey Of selected fluid milk producers, in order to provide an indication 
of costs and economic conditions in the production of fluid milk in Alberta 
for the ADCB and the PUB. This survey covers 60 to 70 fluid milk producers 
who are voluntary participants, i.e., they are not randomly selected. The 
major cost items covered in the survey are total average operating costs, 
which include such items as feed, machinery, buildings, interest, paid 
labour, depreciation and other miscellaneous costs. Average total 
production cost estimates of this survey are based on total operating 
costs, the value of family labour, and interest on capital. The value of 
family labour is calculated from hours worked times the wage rate in 
farming. The interest rate used in the survey is comparable to the rate 

on intermediate term investments, term deposits, or Canada Bonds. More 
information on these cost estimates are in: R. Susko, Economics of Milk 
Production in Alberta, Edmonton: A.D.A., Production Economics Branch, 
various issues. 
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greater than his deliveries. For MSQ milk, each producer received a 

price related to the price support levels for butter, cheese and skim milk 
powder, plus a direct subsidy payment on shipments with his MSQ. Under 
this program there was also a system of levies to provide for export 
subsidies and to serve as over-quota penalties. Federal and provincial 
policies, programs and regulations will be examined further in Chapters 


Pileand 1V. 
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CHAPTER ITI 
FEDERAL POLICIES, PROGRAMS AND 
REGULATIONS IN THE DAIRY INDUSTRY 
Introduction 
The Canadian dairy industry appears to be the most regulated 
agricultural industry in Canada. The justifications given for this 
regulation have ranged from the desire to protect the dairy farmer from 
competition considered to be unfair to the perceived need for a stable 
supply of high quality dairy products to the consumer. Under the 
jurisdiction of the British North America Act, both the federal and 
provincial governments of Canada have authority over agriculture. The 
Canadian Dairy Commission (CDC) holds regulatory powers over the dairy 
industry under the authority of the federal government. The CDC's prime 
responsibility is over industrial milk which is used in the manufacturing 
of cheese, butter, skim milk powder and other manufacturing products. 
The Alberta Dairy Control Board (ADCB) and the Public Utilities Board 
(PUB) exercise regulatory powers over the Alberta fluid milk sector. 
The ADCB's prime concern is with fluid milk production in Alberta 
while the PUB's responsibility is for the system of minimum pricing of 


fluid milk at farm, processing, and retail levels in the province. 


The Canadian Dairy Commission 
The Canadian Dairy Commission commenced operations on October 31, 
1966 and became responsible for administering the federal government 
dairy policy and programs in April 1967. The objectives of the CDC, as 


laid down by the Dairy Commission Act are: 


"1. To provide efficient producers of milk and cream with 
the opportunity of obtaining a fair return for their 
labour and investment. 
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2. TO provide consumers of dairy products with a continuous 
and adequate supply of dairy products of high quality."] 


The Act empowers the Commission to: 


"I. Purchase any dairy product and store, process or dispose 
of it in any way it desires. 


2. Make payments to the producers of milk and cream on any 
basis it deems appropriate. 


3. Investigate any matter relating to the production, 
processing or marketing of any dairy product. 


4. Assist in the promotion of the use of dairy products. 
5. Provide for the registration of producers. 


6. Exercise control of interprovincial export and import 
movement of dairy products. 


7. Control milk production through quota levies." 

The major activities of the CDC are setting support or purchase 
prices for selected dairy products (butter, cheese, and skim milk powder), 
making subsidy payments to producers and controlling milk production by 
means of MSQ. Associated activities involve setting of levies, export 
assistance, and international food aid activities. More minor activities 
include market promotion and research. The major activities are briefly 
outlined below. 

Market Support and Purchase Programs 
for Industrial Products 

Purchasing dairy products is an important part of the CDC's 
activities. The purpose of this purchase program is to maintain a stable 
internal market price for dairy products at levels higher than would 


apply in a competitive market. The Commission achieves stable prices by 


Neanadian Dairy Commission Act, SUCe IS6O-O vite. o en ie 
2 tbid. 
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restricting dairy imports and purchasing major quantities of butter and 
skim milk powder (SMP) in the domestic market. One reason for these 
purchases is that the Commission performs a seasonal storage function for 
these products (particularly for butter) by buying butter and SMP in 
periods of surplus supply (summer) at support prices and reselling these 
supplies in periods of short supply (winter). Supplies that cannot be 
sold on the domestic market are sold on the world market at a considerable 
loss. The intention of the support program has generally been to 
encourage the production of sufficient milk to fulfill domestic requirements 
of butter and traditionally exports of cheddar cheese. | Since 1971, the 
CDC has not purchased cheddar cheese under the program since the market 


price remained above the support level. 


Market Share Quotas 

Another major activity of the CDC is controlling industrial milk 
production by means of Market Share Quotas (MSQ). The MSQ program 
specifically includes milk from fluid milk shippers. This extension of 
the earlier "subsidy eligibility quota" program was developed because 
fluid milk shippers (operating under provincial jurisdiction) produced 
"surplus" fluid milk which flowed into the industrial milk market 
(regulated under federal authority), adding to a surplus of milk products 


in the industrial market. The MSQ program was intended to overcome this 


M.M. Veeman and T.S. Veeman. "The Impact of Federal Dairy Policies and 


Provincial Milk Boards on Canadian Consumers." Paper prepared for the 
Canadian Consumer Council, April 1974 (Mimeo.), p. 33. 
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problem by making "surplus" fluid milk subject to federal control. | 


To administer certain features of the MSQ program, the Canadian 
Milk Supply Management Committee (CMSMC) was created in April 1975: This 
committee is composed of delegates from each provincial milk marketing 
board or commission; the organization of Dairy Farmers of Canada, and 
members of the CDC; who chair the bimonthly meetings. The CMSMC's 
responsibility is to estimate domestic and export requirements for 
industrial milk, advise the federal cabinet on the total amount of MSQ 
to issue, and decide how the total MSQ is to be allocated among the 
provinces. Table 3.1 shows the original MSQ allotment and how changes 
have occurred from 1975 to 1978. 

Through its milk boards or commissions, each province is 
responsible for distributing its provincial MSQ allotment among provincial 
producers after it has received this from the CDC (by way of the CMSMC). 
On behalf of the CDC, these agencies also deduct the specified levies on 
deliveries "within MSQ", on deliveries "in excess of MSQ", and a fluid 
levy, and remit these levies monthly to the CDC. The levy deduction on 
deliveries "within MSQ" and the fluid levy are applied to defray the cost 
of surplus disposal of SMP. "Excess MSQ" levies are intended to 
discourage the production of milk over MSQ allotment levels. Table 3.2 
indicates the amounts of these levies since 1974. Since 1976, the "excess 
MSQ" levies have been sufficiently high so that producers' average total 


cost of production is unlikely to be recovered on this "excess" milk. 


"The MSQ program was instituted on December 1, 1970 with participation 
from Ontario and Quebec. Prince Edward Island entered the MSQ program 
on the same date in 1971. Alberta joined on April 1, 1972, and 
Saskatchewan and Manitoba on July 1, 1972. British Columbia entered on 
October 1, 1973. Nova Scotia and New Brunswick completed the particip- 


ation on April 1, 1974. 
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STABLE WOE 


Market Sharing Quota Entitlement by Province 
(Million Pounds of Butterfat) 


Original AOR ienApr) 1) “Api lh wulye| 


ours Entitlement 1975 1976 1977 —«1978 
Prince Edward 

Island 6.5 O70) 4.9 (6.8) (6.8) 
Nova Scotia 4.1 Anal Carl) 4.5 4.4 
New Brunswick 4.5 4.5 (4.5) 4.9 4.8 
Quebec 196.8 al Waa 169.2 V6 174.0 
Ontario 148.8 Hee Jes 116.0 ise! 
Manitoba 18.4 (19.6) TO.9 14.4 14.2 
Saskatchewan Wey (14.7) -- 9.2 9.4 
Alberta 34.1 (36.0) 2329 24.8 24.3 
British Columbia 11.5 ee BIRCH? alles L162 


Canada 439.1] 447.6 Ola BOI w/, 362.6 


( ) Designated as "protected". 


SOURCE: Canadian Dairy Commission, Annual Reports. Various Issues, 1975 
to 1979/80. 


TABLERS 2 
Levy Rates on "Within MSQ" Deliveries, 


"Over MSQ" Deliveries and "Fluid Levy" 
($ per 100 pounds) 


Year "Within MSQ" Levy "Over MSO" Levy "Fluid Levy" 


1974 April 1 $0.15 $1.50 
1975 April 1 0.45 4.00 
July 1 0.65 4.00 
1976 April 1 1.35 8.60 
1977. April 1 eo 7.00 $0.25 
1978 April 1 1.00 7.50 0.20 
1979 April 1 1.00 7.50 0.20 
August 1 1.00 8.00 0.20 


SOURCE: Statistics Canada, The Dairy Review. (Cat. No. 23-001.) 
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However, in Alberta the "excess MSQ" levies are not being applied because 
the province cannot fulfill its provincial MSQ entitlement. | 
Under the initial market-sharing arrangement, each Alberta fluid 
milk producer was allotted MSQ which was: 
"1) equal to the pounds of milk marketed by the producer 
prorated to an annual equivalent less 115 percent of 


his fluid sales; or 


2) equal to 15 percent of his fluid sales, whichever was 
the greater."2 


Industrial producers were initially allotted MSQ based on their 
deliveries of milk during the previous year. Additional and more precise 
information on the application and regulation of MSQ is undertaken in 
The Dairy Board Act, 0.C. 740/75, Government of Alberta, Alberta 
Regulation 169/75. 


Direct Subsidy Payments 
The CDC's other major activity is in administering direct subsidy 
payments to producers. This federal policy has consistently been in 


3 Since the MSQ program has been 


effect since the 1966-1967 dairy year. 
in effect, this payment of direct subsidies to individual producers has 
been limited to the amount of MSQ the individual producer possesses. 


Currently (1979), the subsidy level is $2.66 per 100 pounds of MSQ milk. 


lhe a province's provincial entitlement is not fulfilled, interprovincial 
adjustments of MSQ may be made by the CMSMC. 


2The Alberta Milk Control Board. The Alberta Plan for Milk Market 
Sharing. Edmonton: Alberta Dept. of Agriculture. Pamphlet, no date. 


3the major thrust of federal dairy policy before 1966 was through price 
support of dairy products, though direct subsidies were paid from time 


to time. 
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Table 3.3 illustrates direct subsidy payment levels on MSQ milk since 
1965. In combination with MSQ, the direct subsidy is intended to increase 
producers’ returns while restraining increases in production. While 
increasing producers' incomes, however, direct subsidies (and other 
Support programs) can be expected to prolong inefficient resource 
allocation by retaining inefficient producers in production longer than 


without direct subsidies. 


Pricing of Industrial Milk 

Producer prices for industrial milk are, to some degree, 
administered provincially, but the level of these prices is largely 
affected by the activities of the CDC. The price of manufacturing milk 
is established on the basis of the price of butterfat and milk solids. 
With the establishment of "support prices" for butter and SMP, the CDC 
effectively establishes minimum market prices. 

The setting of support prices can be described with the aid of 
Figure 3.1. From 100 pounds of raw milk, processing results in 4.2 pounds 
of butter and 8 pounds of SMP. When a change in support prices seems 
warranted, one question to be answered is how to distribute the change 
between butter and SMP. Many price combinations for these joint products 
are possible. Some examples of ways in which a specific "market price 
guarantee" for 100 pounds of industrial milk can be achieved are 
illustrated in Figure 3.1. The practice of setting support price for 
butter, SMP, and cheddar cheese has applied since April 1, 1968. Table 
3.4 shows the support prices for butter, SMP, and cheddar cheese which 
have applied since April 1, 1968. 

The general price structure of industrial milk is illustrated by 


Figure 3.2. Once a particular "target return" level is decided, some 
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Direct Subsidy Payments on MSQ Milk 


Since 1965 ($ per 100 1bs milk) 


Dairy Year 


1965-66 
1966-67 
1967-68 
1968-69 
1969-73 
1973-74 
1974-April 1 
-June ] 
1975-79 


Canadian Dairy Commission, Annual Report, 1977/78 and Annual 
Report 1979/80. 


Direct Subsidy Payment 
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FIGURE 3.1 


Setting Support Prices for Butter 
and Skim Milk Powder 


Canadian Dairy Commission Offer-to-Purchase Scheme 


Support Price of Butter Support Price of Skim 
pe Milk Powder ($/1b) 

te23 ee, Tesi 0.76 0.74 Oi 2 

Conversion ratio: Conversion ratio: 

4.2 |1bs Butter/ 8 Ibs Skim Milk Powder/ 

100 Ibs Milk 100 lbs Milk 
Equals Equals 
2 ie ese 5.17 5.76 pak 6 08 
Support value for butter Support value for skim milk powder 
equals equals equals 


$ per 100 Ibs milk 


IM eZ) 


MARKET PRICE GUARANTEE 


SOURCE: Derived from D. Peter Stonehouse, "Government Policies for the 
Canadian Dairy Industry," Canadian Farm Economics, Vol. 14, 
No. 1-2, 1979. 
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1976 
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SOURCES: 


Federal Dairy Support Prices for Butter, 
Skim Milk Powder and Cheddar Cheese 


April 1 


September 30 


February 
April 1 
August 16 
April 1 


April 1 
August 1 


April 1 
August | 


January 
April 1 


April 1 
April 4 


January 1 
April 1 


April 1 


Butter 


(Cents per pound of product) 


LiSy, 


TABLE 3.4 


(Cat. No. 23-001). 
2) Canadian Dairy Commission, Annual Report, 1977/78. 


Skim Milk Powder 


Cheddar Cheese 


38 
47 


47 
oT 
5] 
54 


54 
54 


60 
60 


60 
60 


60 
60 


60 
60 


60 


1) Statistics Canada, The Dairy Review, December 1979 
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Unit Returns-Setting Mechanism for Industrial Milk 


Indexed via Returns 
Adjustment Formula to: 


Canadian Dairy Commission 
Gross Target Return on 
Industrial Milk 


- Judgment Factor 206% 


Canadian Dairy Commission | 


Offer-to-Purchase Scheme 


iene Ga 


Support Price Support Price of 
of Butter Skim Milk Powder 

4.2 lbs Butter 8 lbs SMP 
per 100 Ibs Milk per 100 lbs Miik 


Canadian Dairy Commission 


Market Price Guarantee 
per 100 Ibs Milk 
| Direct Subsidy to af 
Producers 
ay 


Assumed Processing 
Plant Margin 


Estimated Producer 
Market Return 


Gross Target Return on 
Industrial Milk 


SOURCE: D. Peter Stonehouse, "Government Policies for the Canadian Dairy 
Industry," Canadian Farm Economics, Vol. 14, No. p= 19190: 


* Consumer Price Index 35% 
- Cash Input Price Index 45% 
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combination of direct subsidy and support price levels must be decided 

on to achieve the target return. In effect, this involves the decision 

of how to distribute the "target return" for producers between taxpayers 
(through direct subsidies) and consumers (through retail prices reflecting 
support prices). The government's "returns-setting" mechanism allows for 
a "reasonable" processing plant margin. The end result is a "gross target 
return" price on industrial milk. Subtracting all levies, a "net target 
return" is achieved. An example of these procedures is illustrated in 
Figures 3.3 and 3.4 which use 1978-79 values. For the 1978-79 

dairy year, a gross target return of $12.42 per 100 pounds of milk was 
applied. The direct subsidy was maintained at $2.66. Support prices for 
butter and SMP were determined at $1.27 and $0.74 per 100 pounds of milk, 
yielding a market price guarantee of $11.25 per 100 pounds of milk. 
Subtracting the processing margin of $1.49, "producer market return" was 
$9.76 per 100 pounds of milk. Adding $2.66 per 100 pounds of milk, a 
direct subsidy achieved a "gross target price" of $12.42. Subtracting 

the SMP export levy of $1.20 gives the overall "net target return" of 
$11.22 per 100 pounds of milk. 

"Target return prices" for industrial milk may vary within the 
dairy year. Since 1975, the "returns adjustment formula" has applied. 
This mechanism was designed to provide a more visible price setting 
mechanism. | The return adjustment formula is designed so that the base 


price? is adjusted in line with: 


‘Food Prices Review Board, Dairy Foods II: Policy. Information Canada, 
Ottawa, 1976, p. l2. 


etn 1975, the base price was calculated as $11.02 per 100 pounds of milk. 
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BLGURE 33 


Formula Pricing for Industrial Milk 


Index of Cash Input Prices - 45% 
0.8 times Plus 
| Labour Earning - 35% 


Equals 


New Price 


| New Paice AY, 
aa 
mae 


New Target Price | 


i teria rae 
Processors’ Margins 


Equals 


Producer Price 


Plus 


Direct Subsidy 


Minus 


Export Levy 


Equals 


- Sreiate sl 
| Net Producer Ss 


Canadian fairy Conmission. 


SOURCES 1) 
2) Food Prices Review Board, Dairy Foods II: Policy, p. 
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SOURCES: 


1) 
2) 


FIGURE 3.4 


The Canadian Dairy Commission Support System 
for Industrial Milk Returns, 1978-79 


Canadian Dairy Commission 


Offer-to-Purchase Support Prices 


Butter Support Price: $1.27 per 1b x 4.2 lbs 
Skim Milk Powder Support Price: $0.74 per 1b x 8 Tbs 


Equals 


Market Price Guarantee 
$11.25 per 100 lbs of Milk 


Processing Margin 
$1.49 per 100 Ibs of Milk 


Equals 


Frodgucer Markee Return Targec 


$9.76 per 100 Ibs of Milk 


Plus 


Direct Subsidy 
$2.66 per 100 Ibs of Milk 


| 
Equals 


Gross Target Return 
$12.42 per 100 Ibs of Milk 


Less 


Skim Milk Powder Export Levy 
$1.20 per 100 lbs of Milk 


Net Target Returns 
$11.22 per 100 lbs of Milk 


Adapted from Dairy Farms of Canada, Facts and Figures, 1977. 
Canadian Dairy Commission. 
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1) an index of dairy cash input prices which is intended to 
evaluate costs in dairy production; 

2) the consumer price index which is intended as a desired 
measure of "equitable" changes in the earnings of operator 
and family labour; and 

3) a number of judgement factors. 

A weight of 45 percent is given to the cash cost index, 35 percent to the 
"labour earnings" component and 20 percent to the judgement factors, for 
a total of 100 percent. The cash cost index is compiled of 12 weighted 
input indices. Table 3.5 shows these components and their weights. The 
"judgement factors" which are considered to have bearing on the formula 
are: 

1) changes in dairy product stocks 

2) changes in returns to dairy producers in other countries; and 

3) changes in processing costs. | 

The judgement factors have raised questions about such "target 

Support pricing". The former Food Prices Review Board questioned the 
above judgement factors in the following statement: 

"Based on the limited information made public to date, 

"judgement factors" could move the price of manufacturing 

milk down by as much as 20 percent, or upwards by a 

totally unlimited amount. It is entirely possible that 

judgement factors could offset or dwarf any changes in 

the returns adjustment formula. "Judgement" then, as an 

open-ended factor applied over and above the formula, 

could well become the key determinant of manufacturing 

milk prices. This would mean that changes in cash costs 

and the CPI would really only have impact within a 

particular dairy year and each April 1, prices would be 


set on much the same ad hoc "politics sensitive" basis 
as in the past." 


‘canadian Dairy Commission, Annual Report 1977/78, p. 6. 


zFood Prices Review Board, op. cit., p. 13. 
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TABEE 335 


Index of Cash Input Prices 


Corresponding Price Indices From 


Statistics Canada Farm Input Price Index Percentage Weight 


16 Percent Dairy Return ] 
Artificial Insemination 

Other Materials and Services Index 
Machinery Repairs 

Petroleum Products 

Custom Work 

Fertilizer 

Seed 

Building Repairs 

Property Taxes 

Electricity 


(Copy Spey ee ees ips) eS SS remy 2) 
Or oo FP wo | FPO wo Dn +S 


Hired Farm Labour 


| 
Oo1 
=) 


Total Cash Cost Items 


SOURCE: Canadian Dairy Commission, Annual Report, 1977/78. 
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Within any dairy year the formula is intended to be the basis of 
any changes in support prices and subsidy payments. Adjustments can occur 
at three month intervals, providing the formula demonstrates a change of 
4 percent or more in relation to the prevailing target support price. 

Once a change of 4 percent has occurred, the support price for butter and 
SMP is subject to the above judgement factors. | 

Even though the support price for butter, SMP, direct subsidies 
and skim milk powder export levies are specified at the federal level, the 
actual local price (as opposed to the "target price") is administered by 
individual provinces. The allowance for processors! margins and the actual 
level of these can vary between provinces. Different prices may, therefore, 
apply from one area to another. However, in dairy areas such as Alberta, 
processors' margins, at least as specified by provincial agencies, will 


usually coincide with the implicit margin used by the CDC. 


The 1979-80 Federal Dairy Policy 
The 1979-80 dairy program as announced by the Federal Minister of 


Agriculture in April 1979 was: 


"1) Starting this year, the dairy program will cover the period 
August 1 to July 31, with respect to allocations of quotas 
and all other elements of the program. 


2) Canadian requirement for industrial milk for the above 
mentioned period are estimated as 98 million hundredweights 
plus a sleeve of 5.79 percent for a total MSQ of 103.7 
million hundredweights. 


3) The subsidy on industrial and cream shipments up to Canadian 
requirements remain at $2.66 per hundredweight of milk at 
3.5 percent butterfat. 


4) The in-quota levy will remain at $1.00 per hundredweight for 


milk at 3.5 percent butterfat. Any surplus from the 1978-79 
export account will be credited to the 1979-80 export account. 


‘eanadian Dairy Commission, Annual Report, 1977/78, p. 6. 
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The levy on skim-off will remain at $1.00 per 3.5 pounds 
of skim-off butterfat equivalent to $0.20 per hundredweight 
OF Class) nitk. 


The contingency levy will increase from $0.20 to $0.25 per 
hundredweight. This levy serves to cover production in the 
sleeve not needed to meet Canadian requirements. If the 
Sleeve production is needed or if there is no production 

in the sleeve, the levy will be refunded with interest. 


The over-quota levy will increase from $7.50 to $8.00 per 
hundredweight of industrial milk at 3.5 percent butterfat 
for cream producers. 


The following elements which deal with marketing and development 
of the industry will be in effect starting April 1, 1979, and 
continuing to March 31, 1980: 


1) 


2) 


A budget of $4.8 million will be allocated to the promotion 
of dairy products subject to an equal participation by 
producers. 


A budget of $1.7 million will be established for the research 
On new products and better marketing under the direction of 
the CDC and Agriculture Canada. 


A budget of $10 million will be allocated to the Canadian 
International Development Agency for the purchases of skim 
milk powder for its Food Aid Program to underdeveloped 
countries. 


The export funds will operate as in the past to finance the 
exports of products such as butter, SMP and cheese. 


A budget of $18.9 million will be allocated to the CDC for 
transport costs, interest and storage in relation to the 
support price program for butter and SMP. 


The cheese import quota will remain at 45 million pounds 
for 1979-80. 


The federal contribution to the dairy program from April 1979 
to March 31, 1980 will be $296 million compared to $305 
million in 1978-79, $477 million in 1977-78 and $277 million 


in 1976-77. "2 


In Alberta, over-quota levies are not collected because the province 
produces less than its market share and does not wish to discourage 


production. 


“agriculture Canada, “Dairy Program Announcement," News, D-17 (Ottawa: 
Agriculture Canada, April 1979). 


o2 


A i '! f ‘ bi iz) a ; 
' 7 A: y 7 
Ave ted R ae Y9Q | 00. re yr a Alt ie ay pein wolyy pati ae a, 
Ae Pale ihe! WOR BY. Se ad “net set UDR 28 Rass Rad Fh aan te ie 1S i 
) _ A sae P sid f sins a fe 
2 ‘ oe } h Us yy ies 
; cre 4 ’ - 7 : , 
59 O84) 02, OSG ont azn atk TN el iidparinos a (as 
- Iw ae ya (3/0) we .) 7 5 tA eee ~ ait , 
lou | 7 we ret is Pe i. _ ; reHenes cine a ‘bebe ei 4 Vis, 4, aul ; 
neh agheyacaterh eran £P-AG-tu per ye sate ve my otonie: 
thet) Febw pabnits tT ‘ad: ity ae ae a iia halal Gh) ss, 
oa ss ‘¢ y « hd & é 4 / ; ' : 
vat. (ii). & Se Om, Ls iad Gee Y wat ight oer PY ‘7 Vy yw 
The (Ti Sete -- A585 24 hea | Ab 7 cic ft Ao ‘Sag! Sh (yh 2 TRG, | ar 
| : “Oaaee a ri Db ae “a “hi 4 ‘be ant 
c : 7 aie 1 ee -— ais 
moi. ' é { ee! py is iy / ls oy Le 1s ti gang id * { Pag oh t 1ehq ae 0 
0 * -n = if ro eA ra baht riytey - MB atl sit r : ver 
“eet ays ae A oi "Ge 
he! a 7 . 1A 
; Se pein (3 Ao 9 foe 
LOR wmien. dt nd MaON Ta of TT ts AGREE ay as reat GE 
} ; i pie ; Poe ee 
ve al { oe te ri } A i649 Le wl . th: vj’ y rss iat we cf radu J) 4 ry LS i 


wesersy oa xo wie pea et Dl she pF Ati x, Tay wh a Tes 
Oitosrth arty Tate pak saan re orks, aN pad Mor ig ie vee 
i 2 as wie etme yin Nk 006) any) 
, a We ete ae 
jena otf gy Pajesetis. ao a “sea OTe od sepisi A. (a's 
mile tp. 2¥eatonugy SAO 79 wonepn +iereta | itty) feng varets) Ae 
2 


hoihtevabsatial of meTpoNe bt ‘A be art fi 197 ewig: iti 
ik alan 


> 


> 


4 


te a. 
~~ - : | 
: aw 0 ae ry 7 
Ae sonsett ot tasq-edd reeeogene they abou ven 9) ait] - 
wan’ bac Ne | A ite Ee Vowees psa 7 ie edi0GR: - ae 
5 i ,* pe i 


(St 703 esis 43 ee eam at | ats ae Laity sagt - 
anit ot moleelery Val “argue a Bits sige Fm -¢ Fane: * aitfa igs 


t 
Sas: oral nN aE eee Esta Mogae 
tpi. “Gin: ssagte ty. 


2 r 
- ; - > 4 oS wa oo OES TET 1a, ‘le 7 : 
tk ane bi dae Dr ial i ca ee 
| te RET vighacne: Plas be Jus OS 2 Pee, ; 
| Beas eet Laan if ase ad Nb, Bi ae ee i 
NS& tng BY “heer cf aort pen GRE! “wet ra : ; 


= ne 
‘pe : hes weet) £ - : See ET NE sy jl 


a oe am ‘ 
ee ss 


masa i 


CHAPTER IV 
PROVINCIAL POLICIES, PROGRAMS AND 
REGULATIONS IN THE DAIRY INDUSTRY 
Introduction 
The responsibility for regulating the marketing of fluid milk in 
Alberta rests with the Alberta Dairy Control Board (ADCB). The 
responsibility over pricing of fluid milk at the producer, wholesale and 
retail levels is in the hands of the Public Utilities Board of Alberta 
(PUB). These two Boards have, therefore, major power over fluid milk 


production and marketing in Alberta. 


The Alberta Dairy Control Board 

The Alberta Dairy Control Board was formed on November 1, 1969 
under the Alberta Milk Act. In 1972, the Milk Control Amendment Act 
amended the Milk Control Act to the current Dairy Board Act. Under this 
act, the ADCB is charged with the responsibility of establishing and 
enforcing regulations and orders with respect to production, processing, 
supplying, transportation, distribution and sales of milk in Alberta. 
The responsibility for setting minimum producer and consumer milk prices 
is under the PUB's jurisdiction. 

The main purpose of the ADCB is to administer provincial and 
federal dairy policy. That is, this board administers the minimum 
producer, distributor and retail price levels for milk. The Board also 
administers the MSQ program, participates in the Canadian Milk Supply 
Management Committee, and determines policies regarding production quotas 
for industrial and fluid milk. The Board also appoints members to a 
policy committee which advises it on policies for the industry. In 


addition, a quota committee exists to advise the Board on quota policies 
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and allotments. ! The structure of the ADCB is described in Figure 4.1. 
Under the Dairy Control Act, the Lieutenant Governor in Council appoints 


the five members of the Dairy Control Board. 


The Public Utilities Board of Alberta 
Under the Dairy Act of 1972, the PUB has responsibility for 
setting minimum producer, distributor and retail prices for fluid milk. 
In the context of these responsibilities, the stated objective of the 
PUB is to influence the dairy industry in the "public interest". Before 
October 1974, this board had the difficult task of determining prices 
based on producer and consumer group representations. Since October 1974, 
formula pricing has been used; these procedures are discussed in greater 
detail later in the chapter. 
The PUB appears to have a number of operational objectives in 
serving the public interest. These have been stated as: 
1) To ensure that producer prices are sufficiently high so 
that adequate supplies of milk are forthcoming. 
2) To ensure that processors’ and distributors' rates of 
return are sufficient to keep these phases of the 
industry viable and stable. 
3) To ensure that competition between processors and 
distributors is not predatory. 
4) To encourage firms in the industry to operate 


efficiently. 


tin the early and mid 1970s, this committee played an important role in 
determining quota policies and allotments for each controlled area. 
Since then, the ADCB has undertaken more of the decision making with 
respect to quota policies. The committee's activities currently (1979) 


seem to be relatively perfunctory. 
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5) To ensure that the price of milk to consumers is 
not excessive and generally to encourage conditions 
which will increase per capita consumption of milk. 
There are two points to consider about these operational 
objectives. First, priority may shift from time to time, due to changing 
circumstances. Second, the objectives are not always internally 
consistent. That is, two objectives may conflict with each other at 


certain times. For example, in order to maintain a stable processing 


sector, prices may be set at such a level that inefficiency occurs. 


Fluid Milk Pricing in Alberta 

The PUB sets minimum prices at the producer, wholesale, and 
retail levels. Producers' prices are the only prices set by formula. 
Wholesale and retail prices are established with reference to producer 
prices and set at a level intended to provide a "reasonable rate of 
return’ to processors and distributors. Public hearings are usually held 
when processors and distributors give their case for price increases on 
the basis of increasing operating costs. 

The producers' pricing formula was designed by the Alberta 
Department of Agriculture. The formula has eight weighted components. 
Four of these have been described as "supply factors" and the other four 


nu 3 
have (very loosely) been described as "demand factors". Components of 


TR. Wright and R.L. Mansell, "The Regulation of Distributor Prices for 
Fluid Milk in Alberta." Paper prepared and presented for the Department 
of Consumer Affairs, Government of Alberta, at PUB public hearings in 


October 1975, p. 36-37. 
ethide’ p. 31-32: 


3 ibed in a memo titled, "Pricing Milk 
onents have been so describe : g 
ae eile." by the Production Economics Branch, Alberta Agriculture. 
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the formula are outlined in Table 4.1. In essence, the first three items 
of the index in Table 4.1 are a “parity formula" intended to ensure that 
milk prices move in the same general direction and to the same extent as 
do general price and wage levels. The last four components in Table 4.1 
are factors contributing to producers' costs of producing milk. These 
four components are an index of farm inputs, an index of farm wages, the 
price of alfalfa hay and the price of 16 percent dairy feed. The weights 
given to each component were similar, but not identical, to those used 
in similar formulae in British Columbia and Ontario (see Table 4.3). 
These last four components constitute a "cost formula" which is intended 
to reflect changes in the costs of producing fluid milk. | 
The introduction of formula pricing in Alberta was associated 
with the rapid change in economic conditions which occurred in the early 
1970s. Uncertainties with respect to input costs (particularly feed) 
occurred at that time. Formula pricing bypassed the need for frequent 
public hearings by the PUB and provided automatic adjustment of producers' 
prices. The system is not without disadvantages, which are discussed 
later. The operation of formula pricing in British Columbia, Ontario 


and the United States ,“ helped implement formula pricing in Alberta. 


Vin 1978, surveyed average total production costs were distributed 


approximately as follows: feed costs, 35.4 to 39.0 percent; labour costs, 


16.9 to 21.0 percent; capital costs, 21.0 to 21.8 percent; and other 
costs, 22.3 to 22.6 percent. "Economics of Milk Production in Alberta," 
Production Economics Branch, Alberta Agriculture, Vol. 38, 1978, p. 9. 


efor more information on formula pricing in the United States, see James 
W. Gruebele, "An Analysis of Production Cost Formulas as a Basis for 


Pricing Milk," Illinois Agricultural Economics, Vol. 16, No. 1, 
January, 1976. 
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TABLE 4.1 


Components of the Alberta Fluid 
Milk Pricing Formula 


Weight 

Components ae 
Wholesale Price Index (Canada) 15 
Consumer Price Index (Canada) 15 
Average Weekly Industrial Wage (Alberta) 10 
Per Capita Consumption of Fluid Milk (Alberta) 10 
Index of Farm Inputs (Western Canada) 10 
Index of Farm Wages (Western Canada) 10 
Price of Alfalfa Hay (Alberta) 15 
Price of 16 percent Dairy Feed (Alberta) 15 
100 


SOURCE: Production Economics Branch, Alberta Agriculture. 
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The Alberta formula pricing system operates in such a way that 
every month the weighted "composite index" (Table 4.1) is calculated. 
This index is multiplied by the base price! to yield the formula price 
estimate for that month. When a change of 43 cents¢ from the previous 
level of minimum producers' price is indicated, the PUB changes the 
minimum price to producers. Table 4.2 records the monthly formula price 
estimates and the actual minimum producers' price levels for fluid milk 


as set by the PUB, from August 1973 to December 1979. 


The use of formula pricing has advantages as well as disadvantages. 


The potential advantages of formula pricing for fluid milk prices have 
been expressed as follows: 
1) Price adjustments could be made automatically without 
holding public hearings. 
2) The time lags between cost increases and price increases 
are shortened. 
3) The formula allows both increases and decreases in 
producer prices. 
4) The use of the formula allows greater stability in the 
fluid dairy industry which may result in: 
a) greater confidence when economic conditions are 
uncertain and thus greater ability to undertake 


'The "base price" for fluid milk was specified as $9.27/cwt of milk in 


August 1973. This level was determined from a 1973 dairy cost study 
conducted by the Production Economics Branch, Alberta Agriculture which 
provided for a 15 percent return on investment for fluid producers. The 
indices for the month of August 1973 were converted to 100, which was 
then equated to a base price of $9.27 per hundredweight. 


coriginally (till February 1977), this required a change of 38 cents. 
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long term planning; and 


b) increased modernization and efficiency. | 


However, there are limitations and disadvantages associated with 


formula pricing. These have been outlined as follows: 


1) 


1 


It can discourage efficiency or decrease the rate of 
technological improvement because the formula may be too 
generous to producers due to: 

a) the base price being too high; and 

b) prices increasing more rapidly than costs. 

It is difficult to establish an approximate base price. 

The formula may not reflect changing conditions in the 
industry over the long run. 

The formula may reduce the number of hearings, thus reducing 
debate on issues by interested parties. 

The formula may be constructed so that gains in productivity 
accrue to producers rather than to both producers and 
consumers. 

Seasonal or cyclical fluctuations may create a situation in 
which final prices of fluid milk may fluctuate in an erratic 
fashion; and 

There may be problems with statistical inputs into the 


ormlan 


R.L. Mansell and R.W. Wright, op. cit., p. 20-21; and Broadwith, Hughes 


and Associates, "The Ontario Milk Marketing Board: An Economic Analysis," 


Government Regulation: Issues and Alternatives, 1978. Ontario Economic 
COUNCI 1.97.35 Ped On dae 


“Ibid., p. 22-33 and p. 76-77 respectively. 


4] 


Attn hotest spb baie 


‘sein fia? 2q paws | AB: ai 
Yo Stay ytd, SéReréeb A RIHeTOT? nD 
i 

Floteg) 


& 


eet Sd vou pnt sts Stpagse 


~ a 


Be eth: ee 

bag pointe ont prbad | . 

sag aha walls. (The “aoa aie 

— 440t) 34 NEON SE SB d2aliget de ay | | | 

git) at att hao ona Satan Jon cal 6 Fn ae tc 

city Rgol ate ope Asem 

eats hay aad shee nicest > tedTen oda a aNeey \ ahi eibaaieat at 

carer pg hatasits sot “a eeuee? No stein a = 

yp tv toowhoin def antag rat Race sah atial sonata oat a 

phe eyaniihow Hpac ah ent © ality: Seta ot awions ia 

| vata sarang a 
at aera fas adiity cari a hte us) a a ennaReR te 

ayes ne. pe we Saaiviad ig shoes: hare dita: 


: 
_ 


% 
ion 


i 
iy 


Te 


we > ‘ia i. “age ae pt One: 5 eae ! Me 
ser - | ha aa a goa ated ans tony at = went, i, 
at bie : : ar . 
: i - | an 7 - a ‘ * shag fe 


Because of the advantages and disadvantages, it is not possible 
to state whether formula pricing is desirable or whether it is undesirable. 
Rather, one can only reach a conclusion about a particular formula within 
the context of the objectives which the regulating agency is attempting 
to accomplish. In Alberta, Mansell and Wright have concluded that formula 
pricing is not consistent with the objectives of the Pus. | 
Formula pricing for fluid milk is implemented not only in Alberta. 


British Columbia and Ontario also use formula pricing. Table 4.3 


illustrates each province's use of components and relative weights. 


Fluid Milk Quota Policy in Alberta 

The Alberta Dairy Control Board administers the quota system for 
fluid milk in the province. The purpose of these quotas is to increase 
producers' incomes and to ensure an adequate daily supply of fluid milk 
in the province. In this pursuit, the province is divided into eight 
controlled areas. These are Calgary, Camrose, Crowsnest, Edmonton, 
Lethbridge, Medicine Hat, Ponoka, and Red Deer. The boundaries of these 
areas are defined in the Dairy Board Act. The numbers of producers and 
distributors in these areas are illustrated in Table 4.4. The amounts 
of fluid milk purchased by distributors in the areas are illustrated in 
Table 4.5. To further subdivide the controlled areas, each licensed 
processor and producer is allocated a quota in accordance with the 
anticipated demand for milk in that area. Demand for fluid milk is 
determined by expected consumption plus an additional "sleeve" of 10 


percent. This "sleeve" of 10 percent is included as a contingency factor. 


VoL. Mansell and R.W. Wright, op. cit., p. 81. 
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TABLE 4.3 


Components and Weights of the Alberta, 
Ontario and British Columbia Formulas 


Percentage Weights 


Components —_ 

Alberta Ontario Ba. 
Wholesale Price Index 15 30 15 
Consumer Price Index 15 -- is 
Average Weekly Industrial Wage 10 15 20 
Per Capita Consumption of Fluid Milk 10 he) -- 
Index of Farm Inputs 10 20 10 
Index of Farm Wages 10 -- 10 
Price of Alfalfa Hay 15 -- 20 
Price of 16 percent Dairy Feed ibe) 10 10 


100 100 100 


SOURCE: Alberta Dairy Control Board; Ontario Milk Marketing Board; and 
B.C. Milk Board. 
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The ADCB, with the advice of the quota omc allocates 
daily fluid milk quotas to producers to meet processors' supply require- 
ments. Processors' supply requirements are based on plant size and 
average daily sales during the previous year. Quota transfers between 
producers are permitted, but are tied to the plant where the quota- 
covered milk was previously delivered. In essence, producer quotas are 
tied to specific plants. 

The authority to regulate quotas is derived from the Dairy Board 
Act. The more important regulations under that Act are that: 

1) In January of each year the Dairy Board makes any necessary 

adjustments in daily quotas; 

2) Transferring quota need not involve any part of the 
transferrer's herd; 

3) No portion of the quota transferred may be less than 500 
pounds and each cow sold with quota must be accompanied by 
a minimum of 40 pounds quota; 

4) A producer may not ship to more than one plant; 

5) A producer may not transfer quota that has been allotted by 
the Board until two years have expired from the date of 
allotment (allotted quota is quota given gratis by the 
Board) ; 

6) All quota transfers are subject to approval of the ADCB. 


Additional regulations are presented in Appendix N. 


‘The quota committee consists of three members. The chairman of the 
committee is appointed by the ADCB, whereas the other two members are 


nominated respectively by processors and producers. 
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A major effect of the fluid milk quota program in Alberta is that 


it provides barriers to entry. A producer is restricted from entering 
the market unless an existing producer sells all or part of his fluid 
milk quota or unless he enters via the graduated entry program. The 
effects of the fluid milk quota program are discussed in more detail in 


the next chapter. 


Graduated Entry Program 

A method whereby the barriers to entry into the fluid market are 
reduced, is the graduated entry program. This program is designed for 
industrial or cream producers who have MSQ. Since industrial milk 
producers in the province are producing less than their MSQ allotment, 
MSQ is available from the ADCB. 

A producer who enters the graduated entry program may receive up 
to 800 pounds of daily quota over a three year period. | In the first 
year, the producer receives 50 percent of his allotment and thereafter 
25 percent each year for two years. 

Some of the conditions upon entering the graduated program are 
that applicants must: 


] be a resident of Alberta; 


oO PP 


) 

) have marketed milk for 12 months; 

) 

4) have farm premises which meet the specification of the 
Dairymen's Act; 


5) have a bulk tank installed equivalent to 5 milkings; 


have marketed a daily average of at least 500 pounds of milk; 
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Vy level of production which was less than half that of the average Alberta 


fluid milk producer in 1979. 
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6) have an adequate production record in terms of the 


Dairymen's Act; and 


7) be prepared to deliver his milk shipments to any plant that 


the Dairy Board may designate. 


Additional regulations are presented in Appendix M. 


The 1979 Alberta Dairy Policy 


The stated policy regarding MSQ and the graduated entry program 


for 1979 is: 


"]) All existing milk and cream producers who wish to produce 
more than their present MSQ may do so and the Dairy Board 
will cover such shipments with MSQ from the provincial 
reserves. 


2) Changes in the graduated entry program are as follows: 


a) 


application can be made at any time (as opposed to 
applications being received prior to September 1 for 
entry January 1); 

dates of entry into the program are the first of 
January, May and September; 

any applicant must now have marketed milk for two months 
prior to entry date; 

all applicants must not dispose of either fluid quota or 
quota previously allotted under the graduated entry 
program during the 24 month period prior to entry; 

all applicants are required to ship their graduated entry 
quota for a full two years before such quota may be 
transferred, other than as set out in other regulations. 


3) All other policies will be the same as outlined in the Milk 
and Cream Quota Policies for the 1978-79 quota period."2 


"Alberta Agriculture, Dairy Herd Improvement Newsletter, Wetaskiwin, 
April 1979, pass. 


en iberta Dairy Control Board, Milk and Cream Quota Policies for the 
1978-79 Quota Period. Pamphlet. Wetaskiwin, The Board, June 1978. 
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CHAPTER -V 
A REVIEW OF LITERATURE AND A THEORETICAL 
ANALYSIS OF MARKETING QUOTAS 

Against the background of dairy policy, a theoretical analysis of 
fluid milk quotas in Alberta can now be undertaken. This chapter starts 
with a brief outline of the competitive market model. It then proceeds 
to a theoretical analysis of milk marketing under imperfect market 
conditions. A further discussion is concerned with the determinants and 
consequences of quota values. The chapter then discusses the structure 
of the fluid producing sector in Alberta. Finally, evidence on the levels 


of fluid quota values in other provinces is noted. 


The Competitive Model 
The dairy industry in Alberta does not approach the perfectly 
competitive model. That is not to say this model is not relevant to 
this study. Rather, the model can be employed as a "measuring stick" 
against which the structure, conduct and performance of the industry may 
be compared and evaluated. 


According to Koch, the assumptions of a perfectly competitive 


model are: 


"1, A large number of sellers and buyers exist, no single 
one of which has a noticeable influence upon market 
price or quantity. 


2. Each seller produces a homogeneous product that is 
undifferentiated and indistinguishable in any way from 
any rival seller's product. 


3. Barriers to entry in the market in the long run are 
either very minimal or nonexistent. 


4. No artificial restraints on supply, demand, or price 
exist in either the input or the output markets, and 
resources in general are perfectly mobile. 


5. Each seller and buyer has complete and correct inform- 


ation about prices, quantities, costs, and demand in 
the market in which he participates. 
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6. Conditions of equilibrium: 
(a) marginal cost (MC) equals marginal revenue (MR); 
(b) price (P), average revenue (AR), and MR equals 
minimum average total unit cost (ATUC); 
) demand curve is perfectly elastic; 
) MC equals MR equals P equals AR equals minimum 
ArucE 
In a perfectly competitive market for milk, both sellers (producers) 
and buyers (processors) are by definition price takers rather than price 
makers. The demand function that individual producers perceive is a 
horizontal line and is simultaneously the average revenue and marginal 
revenue curve. The price that producers observe is dictated by the inter- 
action of market supply and demand schedules (Figure 5.1). The profit 
maximizing solution for individual producers is where p = MR = MC. From 
a societal point of view, this situation results in an efficient allocation 
of resources. 
A Theoretical Analysis of Milk Marketing 
in an Imperfectly Competitive Framework 
The structure of the dairy industry in Alberta is one of imperfect 
competition. It violates the assumption of the perfectly competitive model 
in many ways, including: 
1) The processing industry is oligopolistic in structure. 
Regional concentration levels seem to be relatively high. 
Some degree of vertical integration (both forward and backward) 
exists; 
2) The product is differentiated as fluid and manufacturing 


(industrial) milk and the prices of these products are 


controlled by different agencies; 


Peres V. Koch, Industrial Organization and Prices. Englewood Cliffs, 
New Jersey: Prentice Hall, 1974, pp. 17-19. 
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3) The quantities sold in both markets are restrained by quota 

systems; and 

4) The quota systems create barriers to entry. 

The above features, to a great extent, are the result of 
government intervention in the industry. Milk boards are intended to 
ensure a "fair return" to producers. These boards have been given some 
degree of monopoly power by their legislation. The source of "monopoly 
power" for such boards is in their power to control milk supplies by means 
of market quotas. 

For many years, many farmers have been concerned about their lack 
of bargaining power. Farmers' dissatisfaction with what many of them have 
perceived as imperfect market conduct by processors and purchasers, has 
led to political pressure for organized marketing to achieve bargaining 
power in the market place. Governments have been pressured to establish 
marketing boards as a necessary institutional mechanism for alleviating 
income problems. A feature of some marketing boards, in seeking to raise 
income levels of producers, has been to practice supply management using 
quota systems. 

Quotas represent the right to produce and/or to market a 
commodity which, in this study, is fluid milk. According to Lane and 
MacGregor, "a quota can be viewed as a contract between a producer and a 
marketing agency which guarantees a market for a specified quantity of 


] 


product - the price of the product may or may not be specified." In the 


case of fluid milk in Alberta, the Alberta Dairy Control Board (ADCB) is 


Bec Lane and M.A. MacGregor, Quotas and Quota Values. Guelph: Ontario 
Agricultural College, University of Guelph, February 1979S sp. s67e 
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the agency that determines and administers the terms and conditions of 
the quota. Once created, a quota represents a unique input to the 
production of milk. Although the total supply of quota available to 
producers is controlled by the ADCB, fluid milk quota may be sold and 
transferred between dairy producers. Transferability is, however, 
restricted to producers shipping to the same processing plant. The ADCB 
can approve transfers to producers outside that particular shipping area; 
this is unusual, but has occurred (mainly when a plant has closed or when 
producers wish to ship to a closer plant). 

Quota values are similar to "goodwill" values. Quota values, 
while related to excess earnings in the past, reflect expected excess 
earnings in the future. The purchase of a quota by an individual producer 
represents an investment. When quota is traded among producers, its price 
can provide an important measure of the anticipated economic benefits of 
entering the industry, and thus a measure of economic well-being of the 
industry. 

With the above features in mind, a theoretical background of milk 


quotas in milk marketing is examined. 
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A Theoretical Background of Fluid Milk Quotas! 

In this section, the imperfectly competitive model is analyzed in 
a comparative static framework. The consumer demand for fluid milk is 
relatively price-inelastic. That is, the quantity demanded changes by a 
smaller percentage than does price, all other things being equal. 
Marketing boards can, therefore, increase producers’ total revenue by 
restricting production or market supplies through the use of quotas. By 
acting collectively, producers no longer are price takers. Given the 
characteristics of the demand function, the price levels that apply are 
those dictated by the fluid quota allotment for the entire market (Figure 
5.2). The fluid quota levels of individual producers are generally based 
On their historical market shares. 

In a perfectly competitive market, the interaction of supply and 
demand would result in the equilibrium price, P and quantity, Q (Figure 
5.2B). With the quota program, market supplies are restricted to Q, and 
the price is increased to P.. For the individual producer, instead of 
the following theoretical analysis is based on earlier writings by: 
Peter Arcus, "The Values of Milk Quotas in British Columbia: An Economic 


Analysis." Canadian Journal of Agricultural Economics, Vol. 26, No. 2 
(June/July 1978), pp. 62-71. 


R.R. Barichello, An Economic Analysis of the Dairy Farm Income Assurance 


Program. Vancouver: University of British Columbia, Department of 
Agricultural Economics, September 1977. 


Hergert Grubel and Richard Schwindt. The Real Cost of the Br Ge Minnk 
Board: A Case Study in Canadian Agricultural Policy. Vancouver: The 


Fraser Institute, 19/7/. 


Paul H. Hoepner, “Optimum Levels of Milk Production Under Marketing 
Quotas." cee of Farm Economics, Vol. 46, No. 3(1964), pp. 567-579. 


S.H. Lane and M.A. MacGregor, op. cit. 
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rece: ving price p for quantity q, supply restriction results in production 
of qy° which is sold at price P,- The resulting "above normal" profits 

the individual producer earns are (p,-P.) (q,); the shaded area in Figure 
5.2A. Figure 5.3 suggests that all producers earn "above normal" profits. 
This may not be the case since actual and opportunity cost levels may be 
different for individual producers. This point is examined more closely. 

Figure 5.3 presents hypothetical cost curves for three different 
Producers. The curves assume that the minimum average total cost of each is 
achieved at the level of output indicated by q. Each producer is also 
assumed to be producing his quota allotment of q. Figure 5.3 indicates 
that producer A is making greater profits than is B, as is true for B 
compared to C. Since short run expansion by each of these three producers 
is sot feasible (all producers are producing at full capacity at the 
minimum of their ATC), producer C is the only one not earning "excess" 
profits at price p. 

A new producer may enter by purchasing farm assets including quota 
from one of the existing producers. Since producer A is earning higher 
profits than the others, a potential entrant would be willing to pay a 
higher value for firm A than for firm B or C. The purchase value for firm 
B would exceed that for firm C. Thus, it can be reasoned that over time 
intergenerational transfers will lead to the average total cost curve of 
all production units in the industry rising to the level of p. In the 
long run, therefore, excess profits will be eliminated. This argument 
presumes that p does not change over time. 

Figure 5.4 extends this analysis to the situation where individual 
firms are not operating at the minimum of their ATC. This figure is 


assumed to represent three of the many firms in the producing sector. 


Adel - 


s stanlctend: nt etieeet pitied: ge 
. set arg: ° feta ‘einehie” opiate: ‘og ie 
pivers wt gone ro ee (ah ¢ 

‘to "Santen atote Tee a usb 


ae wom, Mowe ) J20p OT iitvhee ike Tyre Bhi 


- ? ( 
4 o : 


7 : 4 oN ‘ 
co My 7 pitty 1 > hel \ | 
Palo LP, at I 


S 2+ cand era ee da tien a f 

ysoyhay agit festh te ol be AND ite dades ney Sane aie a 
whe 05 VF eeoks “Aha cae adtauhoha Lich sim "i iodtioka ited os a 

2g yea" | pa a atu Rie Sige?) D noone, lott ans 

. bag c 


\ . ; ray. 
MAS TITHE a ORS eee aan ei i al 
wl 


— 7 r 
SVE ach pi 4 tal 98 sI eve ier ua 


»@ 


were? (er, Syt ey “bgigeted ys 3% si she ‘oat ao nt its i 9 
Ree te «dt aan 
to ovis Jeod Tsupd. opgttys alt wd oes tix eighties te 
a leatais Yideunnd at ae 200 
Sema 2tNT. naxyyniet ie aa: (pty sp? “ava eaay 
tit} yaye spas: fore gob ey 

hagbtytins sei Mathes te git ot sau aan. 9, FA 
at unit 2lat OTe TIERS tis 


- SPT Ahem Jad: can Aa od se 


a Z ae; 1 eg 


oy! 


PLGURE 5.3 


Hypothetical Cost Curves of Three Producers, 
Producing at Minimum Average Total Cost 


Price Per 
Unit 


D ATC Producer C 


ATC Producer B 
ATC Producer A 


0) q Quantity of Milk/Day 
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FIGURE 5.4 


Different Cost Curves for Three Producers 
Willing to Acquire Additional Fluid Milk Quota 


Price Per 
Unit 


ATC Producer C 
ATC Producer B 
ATC Producer A 


: ga; Quantity of Milk/Day 
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In order to expand production, additional fluid quota must be acquired, 
that is, an existing producer must be willing to sell his quota allotment. 
The question arises as to who will likely purchase the additional quota. 

Starting from an original position of pq in Figure 5.4, all three 
Producers are willing to expand production to q if additional quota is 
available. By purchasing additional quota, each of these producers would 
lower their unit costs and increase their gross and net revenue. However, 
Since producer A has a lower average total cost curve than producer B or 
C, producer A earns greater profits. The value of additional quota, 
therefore, is higher to producer A than to the others, resulting in a 
higher price being offered by this producer for the additional quota. 
The same reasoning applies to producer B relative to producer C. Thus, 

"if quotas were made negotiable, the low cost producers 

would be prepared to pay more for quota than the high 

cost producers and hence would buy quota from the high 

cost producers, thus eliminating them from the industry. 

The net effect of making quota negotiable is to raise 

the cost of the low cost producers and lower the cost 


of the industry by eliminating the high cost firms."| 


In the long run, low cost producers will replace high cost producers. 


Theoretical Determinants of Quota Values 


The purchase of fluid milk quotas represents an investment decision 


by producers. This section considers the costs and benefits to producers 
of purchasing fluid milk quota. If the market in fluid milk quota is 
competitive, the market values of these quotas will give a general 
indication of this sector's profitability and expectations. 


It has been pointed out by Veeman and Veeman that: 


Viaage Lane and M.A. MacGregor, op. cit., p. 78. 
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“as long as ownership or use of fluid milk quota rights 

yields net returns in excess of other production altern- 

atives, the anticipated stream of the increased net 

returns from ownership of quota rights will become 

capitalized into the present value of these rights." 
Further, 

“quota values .... give valuable information on the net 

returns to producers who hold fluid milk quotas as 

compared to net returns from other production 

alternatives." 
The importance of opportunity cost in affecting quota values has also been 
amplified by Lane and MacGregor who argue that there are two major factors 
which affect fluid milk quota values. First, 


"the profitability of fluid milk production relative to 
industrial milk," and second 


“the profitability of fluid milk production relative to 
alternative enterprises, notably cash crops and beef."2 


Lane and MacGregor examined Ontario agriculture and concluded that in the 
early 1970s, returns to industrial milk producers were low compared to 
those of fluid milk producers and that fluid milk quota values were 
relatively high. These authors also concluded that during the early 1970s, 
prices for corn and beef had been low compared to 1973 to 1975, and that 
the increases in corn and beef prices in the latter years have resulted 
in low fluid milk quota prices. These price levels are illustrated in 
Table 5.1. As of June 1976, free negotiability of fluid milk quota was 
suspended and all quota sales had to be made to the milk board at $16.00 
per pound. 

Veeman and Veeman further explain that provincial milk boards 


could use quota values to their advantage in pricing fluid milk. They 


"MoM. Veeman and T.S. Veeman, "The Impact of Federal Dairy Policies and 
Provincial Milk Boards on Canadian Consumers." Paper prepared for the 
Canadian Consumer Council, April 1974, pp. 52 and 62. 


cane Lane and M.A. MacGregor, op. cit., p. 47. 
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TABLE 5.1 


Annual Average Prices of Fluid Milk Quotas, 
Corn, and Beef in Ontario, 1970 to 1978 


Veav Average Price of Average Price Average Price 
Fluid Milk Quota of Corn of Beef 
($/1b of daily quota) ($/bushel)| ($/ewt)* 
1970 ad 0 Te. 30.40 
197] 24.36 1.34 32.70 
1972 Pre22 oS!) Sono 
1973 13°79 ued 46.56 
1974 6.68 Sieg Wh 49.37 
1975 7.40 2.67 46.99 
1976 19.01 (Jan.-May) 2.43 41.89 
1976 16.00 (June-Dec. ) - - 
1977 16.00 2201 44.50 
1978 16.00 le) 62.07 


'No. 2 Yellow Corn, Chatham. 
21 and. A2 Steers over 1,000 1bs at Toronto Stockyards. 


SOURCES: 1) Ontario Milk Marketing Board; 
2) Canada Grains Council, Canadian Grains Industry, 
Statistical Handbook 79. 
3) Statistics Canada, Coarse Grain Review, Catalogue No. 
22-001. 
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State that, 

"if quota values are high and increasing, this provides 

a signal that administered price levels are higher than 

necessary, whereas very low and declining quota values 

indicate that an increase in administered price levels 

for fluid milk may be warranted. A high quota value 

may also be used by boards as a signal that increased 

opportunity for new producers into this market by 

graduated entry is warranted." 
These pressures appear to have been recognized at least to some degree by 
the provincial dairy board. For instance, in 1978 fluid quota values were 
relatively high. A great increase in graduated entry occurred in 1979. 

In Ontario, similar events occurred between 1973 and 1976 (Table 
5.3). In 1973 when quota prices were high, there were 762 producers who 
entered the program. In 1974 and 1975, low quota prices were associated 
with lower numbers of graduated entrants. In 1976, the reverse occurred. 

Several studies of milk quota values have been undertaken with 
reference to the British Columbia dairy industry. Fluid milk quota values 
in British Columbia had reached (and in some cases exceeded) $150 per 
pound of daily quota, by the end of December 1979. This high level created 
concern expressed by economists such as Arcus, Barichello, Grubel and 
Schwindt, and members of the British Columbia Select Standing Committee on 
Agriculture (BCSSCA). These studies and reviews are outlined below. 

According to Barichello, a prospective quota buyer is influenced 
by three main factors: first, his demand price for quota depends on the 
incremental net return that he would gain each year from owning the quota; 
second, the lifetime of the quota; and third, the rate of discount.“ 


TM. Veeman and 1.S. Veeman, op. cit., p. 63. 


2R.R. Barichellos Ops cit.. P. 0- 
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TABLES 582 


Average Fluid Quota Prices and Graduated 
Fluid Entrants, Alberta, 1975 to 1979 


Weighted Annual Average 
Fluid Quota Prices 
In Alberta 
($/1b of daily quota) 
SanG 
Seo 
{paexihs: 
23558 


9.54 


Calculated from ADCB records. 


Number of 
Graduated 
Entrants 


69 
54 
76 
140 
224 
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TABEED Oso 


Average Fluid Quota Prices and Graduated 
Fluid Entrants, Ontario, 1973 to 1976 


ee ee ee ee ee ee ee ee 


Average Annual Number of 
Year Fluid Quota Prices Graduated 
In Ontario Entrants 


($/1b of daily quota) 


1973 13479 762 
1974 6.68 250 
1975 | 7.40 133 
1976 19.01 (Jan.-M 

tdapeallay) 1,028 


16.00 (June-Dec. ) 


SOURCES: 1) S.H. Lane and M.A. MacGregor, "Quota and Quota Values." 
Guelph: Ontario Agricultural College, University of 
Guelph, February 1979, p. 46. 


2) M.T. Sundstrom, "The Impact of Graduate Entrant Milk 
Producers on the Supply Pattern for Fluid Milk in 
Southern Ontario: 1968 to 1976." Ontario Geography, 
Vole NO. 12.978) =. pee oe 
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These features can be reviewed in an alternative framework: 

"the values of quotas reflect the extra revenue they bring 

to the holder relative to the extra costs incurred in 

holding the quota. When the benefits and costs continue 

for more than one year, then some form of present value 

discounting is required." 

These features can be interpreted with Figure 5.5. This figure 
represents the demand curve for fluid milk as DD and the perceived price 
Of fluid milk as Pe. The quantity of fluid milk consumed is represented 
by Q,- Any milk produced in excess of Q, will receive price ie the 
industrial milk price. The aggregate supply curves S66 and S154 are 
associated with two different cost situations. 

To give a safe margin in meeting fluid quota requirements, 
producers are allocated industrial milk quotas (MSQ) to cover "excess" 
production above their fluid quota (10 percent or more in British Columbia 
and 13 percent or more in Alberta). The extra gross revenue earned by 
producing an additional unit of industrial milk beyond the individual's 
fiuid milk quota is, therefore, OP 

Barichello observed that between 1971 and 1975 in British Columbia, 
"excess" production by fluid producers was an average 29 percent of the 
quantity of fluid milk quota which was produced. This suggested to 
Barichello that the supply curve from 1971 to 1975 was S663 rather than 
S1S, in Figure 5.5. Arcus assumed that the marginal cost (MC) of 
producing additional milk was below price Pa and, therefore, the 
production of "excess" milk was profitable provided no major penalty 


applied to this production. However, because a penalty of between $1.50 


and $4.00 per cwt applied, production of excess milk was not profitable. 


Vou. Arcus, op. cit., pp. 64-66. 
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FIGURE 5S.:5 


Aggregate Supply Of and Demand For Milk 


Q, % Quantity of Milk/Day 
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Also, because the total amount of quota was allotted in both markets, 
expansion of individual producers could only occur if other producers 
wished to sell fluid milk quota. Since it was profitable to produce 
fluid and industrial milk if additional quota was available (since the 
Supply curve is SoSo) producers bid fluid milk quota to where the 
perceived MR equals MC. 

An additional feature of fluid quota values are their tax 
implications. Reports commissioned by the BCSSCA argue that federal 
taxation policy creates incentives to invest in quota since this is 
treated as a capital item for tax purposes. The benefits are stated as 
follows: 

"1. Quota can be written off or depreciated for tax purposes, 
thus increasing cash flow during the period when farmers 
are paying for quota. This effectively reduces the real 
(after tax) cost of quota. (The rate is 10 percent per 
annum on a declining balance on 50 percent of original 
purchase price. ) 

2. Interest paid to finance quota purchases is tax deductible. 

3. Quota is treated similarly to a capital gain when sold and 
income averaging can be applied to reduce taxes in the 
year of sale." 

The above report concluded that tax benefits resulted in higher 
fluid quota values than would otherwise be the case, though the amount of 
the higher value could not be determined. This report concluded that tax 
benefits were greatest to farmers in high marginal tax brackets which 


would explain, to some extent, why expansion in the dairy industry between 


1973 and 1978 was undertaken by the largest farms in British Columbia. 


leritish Columbia Legislative Assembly, Select Standing Committee on 
Agriculture, Supply Management and Quota Values in Primary Agriculture. 
Phase II Research Report, December 1978, p. 5/7. 
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The process of determining fluid quota values has been 
described as follows: 


"In practice, the value of the quota is established through 
competition among potential dairy farmers who obtain the 
best possible information about the current and future 
profitability of selling milk at the official Board price 
and take into consideration the market rate of interest. 
Given these views about the likely profitability of holding 
the quota and their cost of borrowing capital, the potential 
dairy farmers offer a price just high enough so that after 
servicing of the loan, they earn something above the normal 
rate of return obtainable in another occupation and in other 
use of their equity capital. Competition among potential 
dairy farmers assures that at the market price for_a quota, 
earnings above normal are small and tend to zero." 


Consequences of Quota Systems 

Supply management (through supply restriction applied by quotas) 
has the potential for both beneficial and harmful effects. This section 
identifies and discusses possible detrimental effects of a quota system. 
To limit the subject matter, three effects that are generally recognized 
as major issues are discussed. In this section, the question of capital- 
ization of quota values is discussed. In the next section, the questions 
of resource allocation and barriers to entry are discussed. 

Discussing the detrimental effects of capitalization in a quota 
system requires some review of present value theory. Arcus states that: 

"time is obviously a factor in the value of the quota. If 

MR-MC is one dollar and it applies only for one day, then 

the maximum value of the quota is $1.00. If the difference 

lasts for a year or even several years, then the value of 

the right to receive this amount daily increases substan- 

tially ... The values of these expected future differences 


must be discounted, to allow for the cost, or opportunity 
cost, of the money used to purchase the additional quota." 


Tuerbert Grubel and Richard Schwindt, op. cit., p. 14. 
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Quota prices, therefore, can be expressed as follows: 


N 
iio E (P. - MC.) 
ita) 
where V = value of quota to producer 
P. = price of product in future time period 


j 


MC. = marginal cost of production in period 


yr = opportunity cost of capital (including 
a risk factor) 
joo etthertanebeniadiey = ier ee 


A major problem with such analyses is in deciding the rate of 
discount (r) to be used. A younger farmer who has a longer planning 
horizon may use a lower discount rate and, thus, bid a higher price for 
quota than would a farmer with a shorter planning horizon. However, in 
Such private investment decisions, as Miller and Nelson point out: 


"the discount factors for calculating the present values 
are [should be] based on the opportunity cost for capital, 
j.e., the return that could be earned by investing else- 
where with comparable risk. If, by investing in purchased 
quota, an alternative investment is foregone that would 
return 15 percent, the opportunity cost of the capital is 
15 percent. Determining the cost of capital is largely a 
matter of judgement. As a starting point, however, it 
should not be considered lower than the cost of borrowed 
Capttade. 


However, producers are mindful of the fact that "the actions of his 
legislative representative can never be predicted with absolute certainty. 


He perhaps views the continuation of such a program [quotas] into 


leritish Columbia Legislative Assembly, Select Standing Committee on 
Agriculture, op. cit., p. 45. 


2p. Miller and G.A. Nelson. Alternatives for Acquiring Additional Oregon 
Milk Market Quota. Corvallis: Agricultural Experiment Station, Oregon 
State University, Special Report 403, January 1974, p. 4. 
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] 


perpetuity with some degree of skepticism and trepidation." Therefore, 


the value of fluid quota tends to fall short of that calculated under the 
assumption that a present net income stream is certain and available in 
perpetuity. 

In a competitive market, capitalization of net income streams can 


be considered a reward for efficient production or superior management 


and can provide an indication of the profitability of the industry.< In 


a market where supply is restricted by means of a quota program, capital- 
ization reflects the higher incomes for owners who own that right to 
produce. As noted by Veeman: 


"Programmes involving supply restriction in order to 
increase the level of product price are programmes 
which involve the establishment and exertion of 
monopoly power in an effort to achieve monopoly 
profits. Since such a programme is established by 
limiting supplies forthcoming from individual 
producers through quota rights and since quota rights 
are required to gain access to the higher prices and 
the programme yields, these rights acquire a capital 
value. That is, as long as ownership of quota rights 
yields returns in excess of other production altern- 
atives, the anticipated stream of the increased net 
returns from ownership of quota rights will become 
capitalized into the present value of such rights. 
The capitalized value of quota rights may be less 
obvious or less easily identifiable under some quota 
techniques than under others; however, it is an 
inevitable aspect of supply restriction schemes. "3 


Since fluid quotas have a value, quota applying marketing boards 


do confer benefits upon their members. New entrants to the market, 


Tp. Hoepner, op. cit-, pp. 569-571. 


ceritish Columbia Legislative Assembly, Select Standing Commiteee on 
Agriculture, op. cit., p. 42 
SMM. Veeman, "Alternative Techniques of Quota Regulation by Marketing 


Board Actions." Report of the Marketing Board Seminar, Occasional Series 
No. 3, Department of Agricultural Economics, University of Manitoba, pp. 


61-62. 
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however, must pay an amount for the fluid quota that reflects the expected 
future flow of benefits. Thus benefits of the capitalization of future 
income streams accrue to the owner-seller of fluid quota as a windfall 
capital gain. In the long run, therefore, as Figure 5.3 illustrates and 
earlier discussion indicated, "excess" profits of second generation quota 
holders are reduced if not eliminated. If normal returns are then deemed 
"inadequate", the marketing board may then increase product price to 
current producers to a level deemed "fair". Thus, fluid quota prices 


themselves may be used as a justification for product price increases. | 


Size and Structure of the Fluid Milk 
Production Sector in Alberta 

As is implicit in the preceding sections, supply management is 
likely to create the problem of restricting resource allocation. Ina 
competitive market, resources are free to move to the most efficient uses 
and areas possible. Under supply management systems, this is not always 
possible. Because production is restricted, fixed resources may be used 
at less than optimum capacity which will contribute to inefficiency and 
higher costs of production. 

In the province of Alberta, limitations on the transferability of 
fluid quota are applied. Fluid quota is sometimes attached to an immovable 
asset. In Alberta, this attachment is to processing plants. Fluid quota, 
thus, can only be traded among producers who deliver fluid milk to the 
same plant. 

There is little, if any, information on the relationship between 
size and costs, that is, on economies of scale in the dairy industry in 


et 


Vherbert Grubel and Richard Schwindt, op. cit., p. I/. 
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Alberta. However, one study in British Columbia suggests that in 1978, 
average total costs decreased as farm herd size increased to about 80 
cows. | Some 60 to 80 milking cows can be managed by a farmer without 
requiring any major input of hired labour. Assuming an “average cow" 
produces 35 pounds of milk each day and assuming a milking herd of 60 cows 
at any one time gives a daily quota requirement (35 times 60) of 2,100 
pounds of milk. Allowing 100 pounds for feeding, spillage and other uses, 
2,000 pounds of milk daily is, therefore, assumed to be produced on a farm 
of "reasonable efficiency", with respect to size. 

Using the above criteria, Table 5.4 assists in interpreting the 
likely implications of dairy farm size levels in Alberta. In the Edmonton 
area, 93 producers produce 2,000 or more pounds of milk daily, while 320 
producers produce less than 2,000 pounds of milk daily. Some 77.5 percent 
of the producers appear to be operating at a scale which is less than 
optimum (2,000 pounds or less), whereas 22.5 percent of producers appear 
to be operating units of optimum size. In the Calgary area, 124 producers 
(33 percent) are producing at a scale which appears to be optimum, while 
255 (67 percent) are producing at a scale which appears less than optimum. 
In Lethbridge, 30 producers (55 percent) are producing at an optimum level, 
however, 25 producers (45 percent) are not. 

The assessment above suggests that the Lethbridge area contains 
the highest proportion of efficient size fluid milk producers. The large 
numbers of relatively small producers in Edmonton may be one of the factors 


why lower quota values are recorded in that area as compared to the rest 


IBritish Columbia Legislative Assembly, Select Standing Committee on 
Agriculture, op. cit., p. 62. 
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TABLE 5.4 


Distribution of Established Fluid 
Milk Producers in Alberta, by Size 
of Daily Quota, December 1979 


Edmonton Calgary Lethbridge Other 


Quota Range horas Area Area Areas 


(Number of Producers ) 


0-500 26 68 2 127 
500-1,000 86 63 5 116 
1,001-1,500 143 13 5 38 
1,501-2,000 65 5 | 10 1 
2,001-2,500 49 42 6 is) 
2,901-3,000 14 18 9 5 
S2001—3 500 10 23 a 5 
3,501-4,000 8 I) 2 ] 
4,001-4,500 2 8 a 4 
4,501-5,000 o 6 0 - 
by OOO. + 6 i 5 3 
TOTAL 413 o79 59 327 


el ee ee ee 


SOURCE: Alberta Dairy Control Board. 
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of the province (Appendix A). Economic theory would suggest that fluid 
milk producing resources should shift out of the Edmonton area towards 
the Calgary-Lethbridge area. However, under current (1979) dairy policy, 
this will not likely happen due to the restrictions on fluid quota 
transfers. 

An area of concern to some is that of barriers to entry. New 
entrants can only enter the fluid milk producing industry by purchasing 
fluid milk quota from existing producers or by the graduated entrance 
program. If a new producer enters the fluid market by purchasing quota, 
the costs of such purchase can be substantial. For example, a 2,000 
pound fluid quota in Alberta in 1975 had total value of approximately 
$6,000 ($3 times 2,000 pounds) as compared to $50,000 ($25 times 2,000 
pounds) in 1978. This can represent a substantial portion of farm 


investment. 


Quota Values in Other Provinces 

Quota values in Alberta and other provinces are illustrated in 
Table 5.5. This table compares fluid quota prices in the provinces of 
Alberta, British Columbia and Ontario. From 1971 to 1974, fluid milk 
quota prices in Alberta and Ontario decreased. This drop in prices 
appears to have been the result of two major factors: 1) the profitability 
of industrial milk relative to fluid milk; and 2) the profitability of 
alternative enterprises such as cash crops and beef relative to fluid 
milk. In British Columbia the price of fluid milk quota ranged from $34 


to $39 per pound over this earlier period. 


Us fi Lane and M.A. MacGregor, op. cit., p. 4/7. 
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TABLE 5.5 


Prices of Fluid Milk Quotas in Alberta, 
British Columbia and Ontario, 1971-1979 


ee ee ees even panes. Fhe Nate Saesmp Ss curanie. 


Ves ] British Wee. 
ear Quarter Alberta Colibis Ontario 


ee ee OE Ey POV ER OE Go Me, TECRTO! Me rai. - FOyMeNES |. 
($ per pound of daily quota) 


197] I 26.47 
II pelle 24.21 

Il ae 37.25 23.95 

IV 34.08 21.53 

1972 I 38.59 19.25 
II ts 39.12 17.50 

III el 36.25 16.29 

IV 37.22 14.65 

1973 I 36.28 15261 
I eves 37.77 16.19 

III bee 38.32 14.55 

IV 34.8] 10.25 

1974 I 35.48 9.63 
II Dee 38.63 7.39 

III Oey 37 .00 536 

IV 34.15 375 

1975 I 2.34 37.59 4.25 
1] 2.65 58.96 6.35 

II] 4.72 64.70 8.0] 

IV 2.60 70.67 12.25 

1976 I 11.00 66.84 18.37 
I 12.43 82.42 16.00 

III AGG 79.33 16.00 

IV 15.08 The] 16.00 

1977 I 2863 83.00 16.00 
I 12.16 97.24 16.00 

III 12.80 nia. 16.00 

IV 11.24 neat 16.00 

1978 I 17.52 n.a. 16.00 
II 22.22 nea 16.00 

III 22.36 nia 16.00 

IV 28.25 n.a. 16.00 

1979 I 16.49 nea. 16.00 
I 8.37 n.a. 16.00 

III 9.19 n.a. 16.00 

a 6.25 n.a. 16.00 


"bata for the years 1971 to 1974 are from C.F. Wulff. 


ens of the second quarter of 1976, the Ontario Milk Marketing Board specified fluid 
quota prices at $16.00 per pound. 


SOURCES: 1) R. Barichellc, An Economic Analysis of the Dairy Farm Income Assurance 
Programme ; 


2) Broadwith, Hughes and Associates, The Ontario Milk Marketing Board: 
An Economic Analysis; 


3) C.F. Wulff, "Regulations of the Dairy Industry in Alberta," Business 
599 Research Paper, Faculty of Business Administration and Commerce, 


University of Alberta, March 1977; and 


4) Calculations from ADCB records. 
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In 1975, fluid quota prices increased substantially in British 
Columbia and Ontario. The dramatic increase in British Columbia in 1975 
is thought to be a direct consequence of the Dairy Income Assurance 
program (DIA)! in that province and the federal MSQ program. Payments 
under DIA increased current and expected profitability of fluid milk pro- 
duction. This DIA payment apparently became capitalized into the fluid quota 
price.” In Ontario the price of quota increased to the first quarter of 
1976. After this date, all fluid milk quotas for sale had to be sold to 
the milk board and the administrated price of $16 per pound was applied. 
This action was baker to prevent further escalation in quota prices. 
These changes were thought to have been generated by producers attempting 
to offset major cutbacks in MSQ (see Table 3.1). 

In 1979, fluid milk quota prices in Alberta decreased. This 
decrease may be explained by the substantial increase in costs which 
applied in that year (see "supply index", Appendix B). In British 
Columbia, however, some individual quota sales in 1979 exceeded $150.00 
per pound. In Ontario fluid quota prices officially remained at $16.00 
per pound in that year. In March 1980, the Ontario Milk Marketing Board 
lifted the trading restrictions on fluid and industrial milk quotas. 
Dairy officials expected subsequent fluid milk quota prices to exceed the 


previous level of $16.00 per pound. 


Winder DIA, fluid milk producers received a subsidy equal to the difference 
between the "cost of production" and market price. When the price of milk 
exceeds average total costs, producers pay one-third of the difference 
into the fund. During periods when costs exceed price, the money needed 
to pay producers is raised in equal proportions by: 1} payment from the 
provincial government's general revenues; 2) increases in retail prices 
to consumers; and 3) cash contributions by producers (to a maximum of 30 
cents per cwt). Producers, in effect, are then receiving two-thirds of 
the difference between the cost and the price of milk. 


aor Barichello, op. cit., pp. 6-7. 
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CHAPTER VI 


METHODOLOGY AND MODELS USED IN THE STUDY 


In this chapter, the methodology and models used are discussed. 
The data used, their sources, and their limitations are outlined. Problems 
encountered during the study and the method of correcting for these are 
noted throughout the chapter. The procedures for testing the results are 


discussed at the end of the chapter. 


Method of Data Collection 

Data collected in this study were compiled into quarterly averages. 
The time period for which data were collected was from the fourth quarter 
of 1974 until the last quarter of 1979. The data used in the study are: 
1) Alberta fluid milk quota values; 2) the weighted average of Al and A2 
steer prices at Calgary and Edmonton; 3) the "composite" index and its 
components in the Alberta milk pricing formula; and 4) the difference 
between fluid milk and industrial milk prices. 

Alberta fluid milk quota values were obtained from the ADCB. It 
was necessary to collect these from board offices in the three centers of 
Wetaskiwin, Calgary and Lethbridge. These data cover quota transfers from 
all regions in Alberta except for the Peace River area. Fluid milk quota 
values were obtained from the written correspondence the ADCB has with 
producers who transferred fluid milk quota. The values at which these 
fluid milk quota transfers occur are recorded in Appendix A. Average 
prices for Al and A2 steers at Calgary and Edmonton were collected from 
a secondary source, the weekly Canada Livestock and Meat Trade Report, 
published by Market Information Service, Agriculture Canada. Weekly 
average Al and A2 steer prices (for 1,000 pounds plus) at the Edmonton and 


Calgary public stockyards were used to calculate the average quarterly 
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Prices. These prices are presented in Appendix A. 

The data comprising the "composite" index and its components were 
collected and compiled by the Production Economics Branch, Alberta ~ 
Agriculture. As outlined in Chapter IV, the statistical indices of these 
components were computed from various sources. For this study, the monthly 
indices were converted into quarterly averages. The milk consumption 
index was not available and was estimated for the fourth quarter of 1974 
to the third quarter of 1975 as fluid milk sales as a percentage of total 
sales. ! These indices are presented in Appendix B. 

The difference between fluid milk and industrial milk price levels 
was considered to be a factor of importance to the study. This difference 
was derived from the weekly publication by Agriculture Canada, Dairy Market 
Report. Fluid milk was classified as Class I milk. Industrial milk prices were 
taken to be the average of Class II and Class III milk price levels. The 
differences between the fluid and industrial milk price levels were 


calculated on a quarterly basis, and are given in Appendix A. 


Limitations of the Data 
The data collected on fluid milk quota values had statistical weak- 


nesses which are explained below. When analysing Alberta fluid quota values 


as in this study, discretion was used in interpreting the results because 


‘The source of these data was The Dairy Review, Statistics Canada, Cat. 
No. 23-001. The estimation for November 1974 was as follows: Of total 
milk production, 40 percent was for fluid sales, 48 percent was for 
manufactured use and 12 percent was for farm use. Since farm use did not 
contribute to total sales, it was not used in the calculation. Thus, 
fluid sales amounted to 45.5 percent of total sales (40/88 = 45.5). 
Adjusting for the base of 43.03 gave a component of 105.74 (45.5/43.03 x 
100 = 105.74). The weight attached to this component was 10 percent. 

The "milk consumption" index, therefore, was 10.57 (105.74 x 0.1 = Oso) 
The calculations were done for every month until the fourth quarter of 
1975. A quarterly average was then determined. 
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of these weaknesses in the data. 

Fluid milk quota values are recorded by the ADCB when the board 
assists in advertising and administering the sale of fluid milk quota. 
The information on transfers which was used in this study includes only 
those transfers of fluid milk quota which were not transferred with other 
assets. Problems in determining quota values arise when fluid milk quota 
are sold together with other assets; for example, cows and fluid milk 
quota can be sold together and this makes it difficult to distinguish 
market value for the cows and for the fluid milk quota. A further 
limitation of the data is that they apply to only some of the quota 
transfers in the province. Many producers sometimes sell fluid milk 
quota with other assets and without the ADCB's assistance, thus the 
values recorded by the ADCB for fluid milk quota may not be representative. 
Another limitation of the quota value data is that there are no observ- 
ations for some months. The data of this study must, therefore, be 
interpreted with caution. 

A further problem of this section of the analysis is the 
relatively short period of time covered by the investigation. The 
relatively small number of observations limits the statistical analysis 
and may lead to the likelihood of errors being greater than if a larger 
number of quarterly observations were involved. The length of time over 
which the statistical analysis was performed was limited by the 
availability of data on some of the proposed exploratory variables. As 
a result, the empirical investigation and its interpretation must be more 


cautious than would have been the case with a tighter data base which 


covered a longer period. 
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The Model 

A general model is proposed to explain the level of and variations 
in fluid milk quota prices. Based on this general model, seven single 
estimating equations are applied. These are tested in both linear and 
(natural) logarithmic formulations. These models are hypothesised to 
explain variations in fluid milk quota values in the Edmonton milkshed 
and also variations in quota values in the province of Alberta. The 
coefficients of the estimating equations are estimated using ordinary 
least squares procedures. The models are tested on the price and cost 
data in both deflated and nominal form. The deflator used in the study 
is the consumer price index. 

The seven single estimating equations are based on a general 
model in which the dependent variable reflects fluid quota values 
alternatively in the Edmonton milkshed and in the province of Alberta. 


The general model in linear form is as follows: 


ee mn Ate rosa eae Nope NDE Lt Uy 


The general model in logarithmic form is: 


InQe = Ina + binXag_, t - - © * iTnXiig_., + Vins, t WindDg_, + INU, 
The specific models to follow take on the form as expressed above. For 
simplification, the models in this chapter are expressed in their linear 
form. The logarithmic equations for the specific models are presented in 
Appendix E. In the next chapter, both the linear and log results are 
given. 
The seven models to follow are: 


Model 1. 
Q, = Oe a: by Ma + ViSy + Wy ri 15 U, 
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where: Qy = average weighted fluid quota values in Alberta 
and, alternatively, in the Edmonton milkshed; 
Xi4_, = “composite” index of the Alberta fluid milk 
pricing formula; 
S = average weighted Al and A2 steer prices in 


Edmonton and Calgary; and 


DL = fluid-industrial milk price difference in 
Alberta. 
Model 2. 
Q, aoa, Do vee + C5 rtd, = VoS4 7 eee + U, 
where: Xo 4 = the sub-index of the first four components of 
=i 
the "composite" index ("demand" index); 
X3t-, = the last four components (the "supply" sub- 
index) of the "composite" index; and 
Qy > Sys and D, are as defined above. 
Model 3. 
Q, a lea b3k24_, V354 a oo fs Uy 


where: Q,5 No t1? S,> and De, are as defined above. 


Model 4. 
Q, Tesayer byX3¢_, cf Vu Sy a ead a 1s U, 


where: Q,, X3¢-3? S,> and Lhe are as defined above. 


Model 5. 
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Model 6. 
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Model 6 as outlined here 


= farm input index from the Alberta fluid milk 


pricing formula; 


= farm wages index from the Alberta fluid milk 


pricing formula; 

price index of 16 percent dairy feed from the 
Alberta fluid milk pricing formula; 

price index of alfalfa hay from the Alberta 
fluid milk pricing formula; and 


as defined above. 


ne Coe + de X64, a oo ae ne Us 


consumer price index from the Alberta fluid milk 
pricing formula; 

wholesale price index from the Alberta fluid 
milk pricing formula; 

average weekly industrial wages from the Alberta 
fluid milk pricing formula; 

per capita consumption of fluid milk from the 
Alberta fluid milk pricing formula; and 


as defined above. 


was applied to nominal rather than to deflated 


data. Variable X.,(CPI) was then excluded and the other variables were 


deflated by CPI in retesting this equation. 


Model 7. 
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83 
where: Q,, pee topes X104-,° S,» and Deo are as 
defined above. 

In the above models, which are regressed both on nominal and 
deflated data, one expects that as fluid milk prices rise, fluid milk quota 
values will do likewise. Since fluid milk prices are determined by the 
"composite" index, one expects that as the index increases, fluid quota 
values will respond similarly. If the index decreases, fluid milk quota 
values are also expected to decrease. 

The average price of steers in the model gives an indication of 
gross returns from an alternative enterprise to fluid milk production. As 
steer prices decrease, producers may either exit from that industry and 
enter the dairy industry, or place less emphasis on the "dairy beef" by- 
product of their dairying activities. These activities would exert 
additional demand on fluid milk quotas and create upward pressure on quota 
values. The opposite affect may also be expected to happen when steer 
prices increase. The inclusion of the fluid-industrial milk price difference 
is based on the assumption that if industrial milk is the same price or 
only marginally below the price of fluid milk, fluid milk quotas would be 
worthless as long as industrial milk could be obtained at no cost. If 
industrial milk is not free or if the product price difference is large, 
this is likely to lead to greater demand for fluid milk quota (if gross 
returns from fluid milk are greater), leading to an upward movement on 
fluid quota values. The "supply" and "demand" indices are components of 
the "composite" index. Since the "supply" index reflects production costs, 
one assumes that as costs increase, profit decreases, resulting in less 
incentive to purchase fluid milk quota. The so-called "demand" index does 
not relate to production costs, but is rather a "parity" component which 
primarily reflects the general movement of prices and wages in the 


economy. As such, one assumes that as the index increases, so may the 
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price of fluid milk and fluid milk quota providing that production costs 
increase less rapidly. The opposite situation may also happen. The 
variables Xu, X5, Xg, and X7 in the model are the sub-components of the 
"demand" index and their inconclusion, therefore, involves the same assump- 
tions as above. It is of interest to include these four variables to assist 
in determining whether and which of them are significant in determining 
fluid quota values. Variables Xg, X9, X39, and X,, are the sub-components 
of the "supply" index. These variables reflect production costs and, 
therefore, are expected to influence fluid milk quota values by an inverse 


relationship. 


Model 8. 
Model 8 is a correlation matrix for the "composite" index and its 


eight components. The correlation coefficients are arrayed as follows: 


X14 Kus . . . . Xiiy 
X1y 
Xu 


where Xi45 Xuyps + + > Xia, are the variables (now not lagged) 
previously defined. 

A correlation coefficient of 1 is taken to indicate perfect unison 
in variation of the relevant two indices and a coefficient of zero 
indicates no relationship between indices. A high correlation coefficient 


among variables may indicate the same relative movements amongst variables. 
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If that is the case, certain variables could be eliminated from the 
formula. By eliminating some highly correlated variables, others might be 
reweighted to more accurately reflect the economic condition of the dairy 


producing industry. 


The Procedure for Testing the Results 

The selected variables are proposed to explain variation in fluid 
milk quota values for both the Edmonton milkshed and for the wider region 
of Alberta. The models are tested on time series data. The coefficients 
of both the linear and logarithmic forms of the models are estimated by 
ordinary least squares using the Time Series Package (TSP), an econometric 
computer program. The models are run on data in both nominal terms and 
deflated terms, using CPI as the deflator. The F-values and t-statistics 
are used to test the significance of the regression equations and the 
individual coefficients, respectively. The coefficient of determination, 
Ro, which measures the amount of variation explained by the independent 
variables, is reported for all equations. The Durbin-Watson statistic 
(D.W.) is used to test for evidence of autocorrelation. Where auto- 
correlation is evident, the Cochrane-Orcutt Iterative Technique (COIT) is 
used to correct the estimates. This procedure uses OLSQ to calculate a 
RHO of sufficient magnitude to remove autocorrelation. The result is a 
transformed equation yielding a parameter value for the original intercept 
and all the slope parameters. The primary difficulty with this procedure 
is that there is no guarantee that the final estimate of RHO will be the 
"optimal" estimate, because the iterative technique may lead to a local 
rather than a global minimum. Thus, caution should be taken when 
interpreting the transformed results using the COIT. In addition, the 


significance levels for the coefficients are set at the 0.01, 0.05, and 


0.10 levels. 
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CHAPTER VII 


ANALYTICAL RESULTS 


In this chapter, the results of the econometric analysis of fluid 
milk quota values in the Edmonton milkshed and in the province of Aiberta 
are presented. This time series analysis covers the period from 1975 to 
1979. The preceding chapter outlined the models used in the analysis. 
The estimated coefficients presented in this chapter were obtained by 
applying the least squares method of regression analysis. The models were 
formulated in both linear and natural logarithmic. They were tested on 
price and cost data which were in both nominal and real terms. In this 
chapter, only results of the deflated models are presented. Results 
uSing nominal data are in Appendix F to Appendix L. 

The criteria used in judging the various models are: 

1) whether or not the estimated coefficients are statistically 

Significant; 
2) whether or not autocorrelation as measured by the Durbin- 
Watson statistic is present; 

3) to what degree the coefficient of determination (Re) measures 

the power of the model; and 

4) whether or not the estimated coefficients carry the expected 


Sign. 


Results of Models 1 to 8 
Results of Model 1. 
Model 1 expresses the average fluid milk quota prices in Alberta 
and in Edmonton as a function of the "composite" index (lagged one quarter), 
the average of Al and A2 steer prices in Calgary ia Edmonton, and the 


fluid-industrial milk price difference in Alberta (lagged one quarter). 
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The results are presented in Table 7.1 and Appendix F. 

In Table 7.1, the estimated coefficients of steer prices (V1) and 
the fluid-industrial price difference (W,) are significant in both the 
linear and logarithmic forms of the model for both Edmonton and Alberta. 
The expected sign for steer prices (W,) is as expected, but the sign for 
the fluid-industrial milk price difference (W, ) is not. The negative sign 
on W, indicates an inverse relationship of this variable with fluid milk 
quota values for both Edmonton and for Alberta. The variation explained 
by the three variables in this model ranges from 44 to 54 percent. The 
F-values of the estimated equations indicate that the relationships 
postulated are significant at the 0.01 percent level of significance. 

The test for serial correlation is inconclusive in all equations. 

In Appendix F, the results of this model, when estimated on nominal 
data, are presented. Serial correlation is evident and, therefore, the 
Cochrane-Orcutt Iterative Technique (COIT) is used to correct for this. 
While the COIT is designed to produce reliable estimates of the regression 
coefficients, it deals with partial differences in the variables rather 
than with absolute amounts. Therefore, in interpreting the results in 
Appendix F, the transformation involved in the COIT must be borne in mind. 
As Appendix F indicates, in the logarithmic function for Edmonton, both 
the estimated coefficients of steer prices (V1) and the fluid-industrial 
milk price difference (Wy) are significant at the 0.05 and 0.10 levels, 
respectively, in the Edmonton area equation. In the linear form of this 
_ model, only the estimated coefficient of steer prices (V4) is significant 
for Edmonton. In the cases where fluid quota values for Alberta are the 


dependent variables, all estimated coefficients are insignificant using 


thevcOlt. 
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The above results suggest that steer prices are important in 
determining fluid quota values. The results suggest that when steer prices 
are relatively low, producers may increase herd size and fluid milk quota 
because gross returns are greater in producing fluid milk than in raising 
beef. The estimated coefficients of the price difference between fluid 
and industrial milk suggest that this variable is also important in 
determining fluid quota values. The relationship is inverse when the 
model is tested on deflated data, and positive when the model is tested 
on nominal data, suggesting that producers may think of these differences 


in absolute terms rather than in real terms. 


Results of Model 2. 

In Model 2, average fluid milk quota prices in Alberta and, 
alternatively, in Edmonton, are postulated to be a function of the so- 
called "demand" index (lagged one quarter), "supply" index (lagged one 
quarter), the average of Al and A2 steer prices in Calgary and Edmonton, 
and the fluid-industrial milk price difference in Alberta. The results 
are presented in Table 7.2 and in Appendix G. 

Table 7.2 indicates that the estimated coefficient of steer prices 
(Vo) is significant at the 0.01 level in all equations. All other 
estimated coefficients are insignificant. The sign for steer prices (Vo) 
is as expected. The variation explained by the four independent variables 
ranges from 0.50 to 0.60. The F-values for the estimated equations are 
significant at the 0.01 level. The evidence on autocorrelation is 
inconclusive for all four equations. 

In Appendix G, the results from testing the model on nominal data 
show that autocorrelation may be present. Using COIT, the results indicate 


that the estimated coefficients of steer prices (V5) and the difference in 
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fluid-industrial milk prices (Wo) are significant at the 0.05 and 0.01 
levels respectively, in the logarithmic function for Edmonton. In the 
linear function for Edmonton, only the estimated coefficients for steer 
prices (V.) is significant at the 0.10 level. In the equation for 
Alberta, the estimated coefficient for the "demand" index (b,) (NS 
Significant in the logarithmic function at the 0.05 level. The F-values 
for the estimated equations are significant at the 0.01 level. 

The above results again indicate that average steer prices are 
important in determining fluid quota values. This may suggest that at 


least some producers may be beef producers as well as dairy producers. 


Results of Model 3. 

Model 3 postulates that the average fluid milk quota price in 
Alberta and in Edmonton are functions of the "demand" index (lagged one 
quarter), average Al and A2 steer prices, and the fluid-industrial milk 
price difference in Alberta (lagged one quarter). The results are 
presented in Table 7.3 and Appendix H. 

In Table 7.3, the estimated coefficient of average Al and A2 
steer prices (V3) is significant at the 0.01 level, except in the case of 
the linear equation for Alberta, where the coefficient for average steer 
prices (V3) is significant at the 0.05 level. The estimated coefficient 
of the fluid-industrial milk price difference (We) is significant at the 
0.01 and 0.05 levels respectively, in the logarithmic and linear functions 
for the Alberta area. Again, contrary to expectations, the estimates 
associated with fluid-industrial milk price difference (Ws) carry a 
negative sign. The estimated coefficient for this variable (Ws) in the 
equation for Edmonton is not significant. The coefficients of determin- 


ation range from 0.44 to 0.57. Autocorrelation is inconclusive for the 
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above results. 

The results from testing the Model 3 on nominal data in Appendix 
H reveal that autocorrelation is present in all equations. COIT results 
disclose that the estimated coefficients in the logarithmic function for 
steer prices (V3) and the fluid-industrial price spread (We) are significant 
at the 0.05 and 0.01 levels respectively, for the Edmonton area. The 
linear equation for Edmonton shows only steer prices (V3) being significant 
at the 0.10 level. The F-values for this model tested on both real and 


nominal data are significant. 


Results of Model 4. 

In Model 4, average fluid milk quota values in Alberta and in 
Edmonton are postulated as a function of the "supply" index (lagged one 
quarter), average of Al and A2 steer prices, and the fluid-industrial milk 
price difference (lagged one quarter). The results are given in Table 7.4 
and Appendix I. 

Table 7.4 shows that the estimated coefficient of average Al and 
A2 steer prices (Vq) is significant at the 0.01 level for all equations. 
The sign of the estimated coefficient is as expected. All other 
coefficients are insignificant. The coefficient of determination ranges 
from 0.50 to 0.58 for the model. The tests for autocorrelation are 
inconclusive in this model. 

Model 4 results, from using nominal data (Appendix I), are similar 
to those from Model 3 (Appendix H). That is, autocorrelation is present 
in all equations and, therefore, the COIT is used. For the Edmonton area, 
both the estimated coefficients of steer prices (Vq) and fluid-industrial 
price spread (Wa) are significant at the 0.10 level in the logarithmic 


function. In the linear function, only the estimated coefficient of the 
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fluid-industrial price spread (Wy) is significant at the 0.10 level. The 
Ro" for both functions are 0.73 and 0.70 respectively, and the expected 
Sign of the significant coefficients are as expected. 

The results from Models 1 to 4 indicate that average steer prices 
are an important variable in determining fluid quota values in both 
Edmonton and the province of Alberta. The estimated coefficient of the 
deflated fluid-industrial milk difference variable is more significant in 
the Alberta equations than in the Edmonton equations. This variation may 


perhaps be due to less than optimum size farms being apparently more 


prevalent in the Edmonton region than in the southerly areas of the province 


Results of Model 5. 

In Model 5, average fluid milk quota values in Alberta and in 
Edmonton are postulated as functions of the production cost components 
of the Alberta fluid milk pricing formula (lagged one quarter). These 
cost components are: farm inputs (be) 5 farm wages (c,)5 price of 16 
percent dairy feed (de); and price of alfalfa hay (e,). The results are 
presented in Table 7.5 and Appendix J. 

All the estimated coefficients presented in Table 7.5 are 
significant at either the 0.01 or 0.05 level except for farm wages (cc), 
which is insignificant. The expected signs of the coefficients are as 
expected for farm inputs (b;) and dairy feed (d,). The expected sign for 


alfalfa hay (e,) was expected to be negative, which is contrary to the 


5) 
positive sign of the results. The coefficients of determination range 
from 0.71 to 0.75 and the F-values for the equations are significant. 

Autocorrelation in the models are either inconclusive or do not exist. 


As the results in Appendix J indicate, the hypothesis of no serial 


correlation is accepted at the 0.01 level. The estimated coefficients 
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for farm inputs, dairy feed and hay prices are significant in the 
logarithmic function for Alberta. In the logarithmic function for Edmonton, 
the estimated coefficient on the dairy feed variable is the only one which 
is insignificant. In the linear function for Alberta, the dairy feed 
coefficient is significant. In the linear function for Edmonton, farm 
inputs and hay prices are significant. The sign of the estimated coeffi- 
cients are as expected, except for the hay price variable which again is 
positive. The Ro's for these equations range from 0.67 to 0.78 and the 
F-values are significant. 

The results of Model 5 indicate that production costs play an 
important part in determining fluid quota values. One possible reason why 
the estimated coefficient for farm wages is not significant is that farm 
wages may not be a major contributor to production cost. Paid farm wages 
(according to the monthly surveys conducted by the Production Economics 
Branch, Alberta Agriculture) were approximately 7 percent of total farm 
COSts Ine 979: 

Results of Model 6. 

In Model 6, average fluid milk quota values in Alberta and Edmonton 
are expressed as a function of the so-called "demand" components (lagged one 
quarter) of the Alberta fluid milk pricing formula. These components are: 
the consumer price index (be) 5 the wholesale price index (ce); industrial 
wages (de); and per capita fluid milk consumption in Alberta (e,). The 
results are presented in Table 7.6 and in Appendix K. 

The results in Table 7.6 are from testing the model with variable 


X, (CPI) omitted and where the other variables are deflated by CPI. The 


4 
only estimated coefficient that is significant at the 0.01 and 0.05 levels 


is the wholesale price index (ce). All other estimated coefficients are 
insignificant. Serial correlation is either inconclusive or the 


hypothesis of no serial correlation is accepted at the 0.01 level. The 


22 


ira yt pascrong) 14 ein 3 spat 
eral? st neko oak sn pat ont ¥ | 
yw harch Fite wie at wf nak md Ov 2 aT on 
by: ; grid Bath att "ey iu er" we ni oa) 
rie? Aptian? (at nits a s sere t ont 
eon We wets eelent sy Ht x a a" vaait 
. » Me fal y 


ris bo 
dePnige, gor 8h id ay “a 
? 


+ treau | f r,s eae cs ayy. 97 Oh4 ach. ashe “ate 


; “ > -* ah 9 Gg we iy ay rs ane i al i. | 
i bie bele huene Seth: Saplildan atdaiet iain toiirtonietat. a 


egy | Fay payee Beer | : bag ce as tat dk uy 7] gt 


nie 


tt hy oes sp il ( ee Wd 7 * ir “it ad von 
: ; j \ Ah i iu 
Yue ON, Eee roa fi. ay ie «hai sais we f 


Vetolaigs to Spa iee < yy hate us cage laa — ceca. 


re 
ont, 


ont Gael. Sainanadigg” ‘ona | ‘i Ve, eh i; i Ane a ke 7 

ee ee ee 

ral Saunas shy? MTNA Gouin ae sie vg Aas cot, am " 
a : Lins SyG di at: gt: pala ; ti. bint ntdides hi, tees gh | 

. Srey! “id ott ” } Set of bro a a 

Same Ale Tatas etl aniteed mete ‘s+: Beh i wr ectunar ad 

“sat 1% 2 URIS Tet ae eel dsbigy, soe seit sant one bpottan § 

ahevat 2p. ” OD ‘ait 4% WAST TUNES EF ati ariat FYt003 HO: 

415 agiabuitTsee batemisee ywatia hs. ‘gh Msi ‘geiny, oe ; | 


a6 


hag wtewlvoran? certg Te, ui P aatolagnee i 
ani: Twat. Who deg ‘eihtek ell af nob pSirotdbda: ee 


98 


UOLZLLIAUOD [eLUVS UOJ 7S9} BALSN|[IUOSUT+ 
LdAa_ 1O°O aud 3 paydaooe SL UOLZRLaUUOD LeLUas OU JO SLSaYyZOdAY 9y]++ 
LOAIL OL'O FY42 ZO PUROLJLUBLS Jue SZUBLILJJ9OD PAPEWLISI BUYly 
LQA9] GOO JUX Ze PUCOLJLUBLS JUL SZUBLILJJIOD PAPOWLISS BUY] yy 
LAA, LOO BY2 PE PURILJLUBLS GUS SPUBLILJJ9OI PSPEWLISI Ol xxx 
SasSayjUuaued UL Jue SaNLeA-J > S97. ON 


(985 °L) 
870° £6 


(cols Za 
x LOe Ge 


ve°€8 APQULT 


(€09°L) 
ZL bP 


(€9L°2-) 
¥x¥126 °SL- 


DLWYyZLUeboT | Uo PUOWPA 


bis 9 


(2€8°Z) 
¥¥x0G6° ELL 


(leZ°e=) 
exe CL Le Ole 


ComuCL AeaUL 


(Z€8°2Z) 
¥%%917G ° LS 


4.da0u97. UI 


(2e0e7—) 
xxx(LL6°L2-) 


DLWYyzLUebo7 eV4aq Ly 


CL LOE 
uOLZduwnsuo) sobem 


S}USLIL4J90) pazeUlysy 


X9PUT Bld 
aL eSa]OUmM 


eye paze|Jaq UO 9 Lapow JO Sz[Nsay 


reed aie 


Eanes saad .: ) ran 
SS —= = th aie =, 
2 « +4 . 


7; 
“a “9 Aes ; 5 
7 ; f 
cA 2 ! ; . 
Ps i. 
5 7 a hy i 4 7 ] F 
4 re a } 4 ; _ / 
H = : is. " { 5 
fe - } Seite 
Lo sae 4 . ce oe ) OS Ee ee ; Crh | she iasped. i noite s -2 
; ; See ~G8 =e ee, Bae tee : 
es : rect 4 2) ete ~ ? Veta. J [ ; 
| 
7 _ t ne 
poe 4 Be ge een - am <9.° > “shez. 7 See igami ! ; 
Bla “] a. , Se 3 : : 
< 2 ee} & “34% ic} ‘ph a ' 7 izae f | 2. : 9 = 
y ; SS z = 7 ‘ r¢ ot ‘ys o> j geo te 4 . : ; S| 
&, a — * b om “42% Z —— eo — | a Sa! Se ae — 
F : at 
/ . : cure 77_R tare :es? or 
; Meet hopgts wa SU. eee Pewee ae 
“ : 7 epee? 20) vag: 2S. as GETS ¢ Si Teea Beis rao ale 
ax 4 Clo. - Pa a ‘ - 2 = be os Be ~ + 2 rs. 
4 cy as Pa SL ~f a e234 ee oie, 7 =a Datars 2s ah . 
7 ee é - - f —— iy - a. 7 - ae 
7S cae i isi t=2 Ate A RAT age Sy ob 
.. i PNG ite oa F259) Sie rmnasie? 3 


99 
coefficients of determination range from 0.41 to 0.71 in this model. The 
F-values for the equation are significant. The expected sign for the 
wholesale price index was positive. Estimated results contradict this 
expectation. This feature may have arisen because the consumer price index 
increased at a more rapid rate than did the wholesale price index during 
the time period of the study. 

For the results in Appendix K, autocorrelation is either inconclusive 
or the hypothesis of no serial correlation is accepted at the 0.01 level. 
The estimated coefficient of the wholesale price index (ce) is again 
Significant at the 0.01 level for all equations. The consumer price index 
is significant in the linear and logarithmic equations for Alberta. The 
estimated coefficient on the milk consumption variable is significant at 
the 0.10 level in the Edmonton logarithmic equation. All other estimated 
coefficients are insignificant in the model. The F-values are significant 
and Ro ranges from 0.58 to 0.76. The signs are as expected, except for 


the wholesale price index which is again negative. 


Results of Model 7. 

In Model 7, average fluid milk quota values in Alberta and in 
Edmonton are postulated to be functions of the production cost components 
(lagged one quarter), steer prices, and the fluid-industrial milk price 
difference (lagged one quarter). The results are presented in Table 7.7 
and in Appendix L. 

For the results in Table 7.7, autocorrelation is not evident or 
is inconclusive. The estimated coefficients of dairy feed prices (d,) and 
hay prices (e7) are significant. The coefficient for steer prices (V5) 
is significant in the linear equation for Edmonton at the 0.10 level. 

All other coefficients are insignificant. The sign in the hay price 


coefficient is again positive, contrary to what is expected. The 
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coefficients of determination for all equations are approximately 0.78 
and the F-values are significant at the 0.01 level. 

The results in Appendix L indicate that the hypothesis of no 
serial correlation is accepted. The estimated coefficients of the hay 
price variable is significant in all equations except the linear equation 
for Alberta, where dairy feed is the significant coefficient. All other 
estimated coefficients are insignificant. The coefficient of determination 
in this model ranges from 0.68 to 0.78. The sign for the hay prices 


coefficient is again positive, contrary to what was expected. 


Results of Model 8. 

Model 8 is a symetric matrix of correlation coefficients for the 
nondeflated components of the Alberta fluid milk pricing formula. The 
results in Table 7.8 indicate that some of these weighted variables are 
highly correlated. This suggests that some of these variables could be 
substituted for each other. For example, the correlation coefficient 
between the consumer price index and the wholesale price index is 0.986. 
This suggests that these two variables can be interchangeable, and since 
the variables move in the same direction, one variable can be eliminated 
by adjusting the weights in the formula. Of the so-called "demand" 
components, the consumer price index, the wholesale price index, and 
industrial wages are highly correlated. Of the so-called "supply" 
components, farm inputs and farm wages are highly correlated. The weighting 
of the various index components should be examined in order to determine 


whether a more appropriate end result may be achieved. 
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Summary of the Results 

For Models 1 to 4, run on deflated data, the estimated 
coefficient of average steer prices is significant at the 0.01 level, 
except in the linear form of Model 3 for Alberta, where it is significant 
at the 0.05 level. This difference in significance levels may suggest 
that milk producers direct more attention to beef production when steer 
prices are relatively high. When steer prices are low, milk producers 
may shift some of their resources out of beef production and into milk 
production. The results of these models do suggest an inverse relationship 
between fluid quota prices and steer prices. 

The estimated coefficient of the fluid-industrial milk price 
difference is significant only in Models 1 and 3 (deflated). The sign for 
this coefficient is negative, contrary to what is expected. This sign 
suggests that milk producers do not consider the price difference in real 
terms. 

In the deflated Model 5, the production cost components are 
significant at the 0.01 and 0.05 levels, except for farm wages. The signs 
of the significant components are as expected except for the coefficients 
on the hay variable. These results for the cost components suggest that 


they influence fluid quota values in Alberta and in Edmonton. 
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CHAPTER VIII 
SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS 


Summary and Conclusions 

An attempt has been made in this study to perform three general 
tasks. First, to describe federal and provincial milk policies, 
regulations and programs and to discuss how these activities may affect 
fluid milk quotas in Alberta. Second, a theoretical framework has been 
outlined to give a basis to examine and evaluate the fluid milk quota 
Program in Alberta. Finally, using statistical techniques, an empirical 
investigation of the relationship between fluid milk quota values and 
selected economic indicators has been undertaken. 

The interdependence of federal and provincial regulations 
affecting the marketing of milk was outlined in earlier chapters. Federal 
milk programs are basically concerned with production of milk for storable 
products, while provincial programs relate to milk production for 
perishable products. Each authority essentially has its own pricing 
mechanism and supply management program. To understand one system, the 
other must also be considered, particularly in regards to quota policies, 
regulations, and values. 

An area of concern of this study is the capitalization of quota 
benefits into quota values. The review of theory and literature of this 
study led to the conclusion that where market supplies are restricted by 
means of a quota program, capitalization reflects higher expected income 
for those who own the rights to use the quota. In addition, fluid milk 
quota provides a means of barriers to entry into the fluid milk market. 

A method whereby the barriers to entry into the fluid market are reduced, 


is the graduated entry program. This program has attracted many producers 
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in Alberta and other provinces. 

Another area of concern which was discussed are the resource 
misallocations which may arise from quota programs. In the Alberta dairy 
industry, these resource misallocations may arise from barriers to entry 
and from constraints on geographical shifts in production. Geographical 
shifts in production which could arise from quota being transferred to 
more efficient areas are restrained because fluid quotas are tied to 
processing plants. This constraint may be a feature associated with 
smaller and possibly relatively less efficient size farms in the Edmonton 
area as compared with the Calgary-Lethbridge area. 

Formula pricing of fluid milk in Alberta was also briefly 
discussed in this study. Some advantages and disadvantages associated 
with this method of administered pricing were outlined. A brief 
comparison of formula pricing between provinces was also done. 

Fluid quota data in this study were obtained from the Alberta 
Dairy Control Board and covered the years 1975 to 1979, The data covered 
Alberta except for the Peace River area. Quarterly average weighted fluid 
milk quota values in the province during the period of the study ranged 
from $2.25 to $28.25 (per daily pound). The high average value of $28.25 
per pound in Alberta in 1978, was mainly due to high quota values in the 
Calgary-Lethbridge area. In the Edmonton area, the highest average value 
reached was $16.00 per pound. In the fourth quarter of 1979, the average 
fluid quota value in Alberta and Edmonton was $6.25 and $4.00 (per daily 
pound), respectively. 

Following a review of literature which related to the determinants 
of fluid milk quota values, explanatory variables were proposed for the 


Alberta dairy industry to explain fluid quota values. The variables 
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selected were: 1) the components of the Alberta fluid milk pricing 
formula; 2) the average price of Al and A2 steers in Calgary and Edmonton; 
and 3) the fluid-industrial milk price difference in Alberta. A single- 
equation regression model, exploring the relationships of the above 
explanatory variables with fluid milk quota values in both the province 
of Alberta and in the Edmonton milkshed, was tested. 

A time series approach was used to test the model. The Time 
Series Package (TSP) computer program was used. The parameters of the 
various single-equation estimating equations were tested in both (natural) 
logarithmic and linear form. Ordinary least squares techniques were 
applied. The variables were considered in both nominal and real terms. 

In the investigation of factors associated with fluid milk quota 
values, the estimated coefficients of average steer prices were related 
inversely to quota values and were significant in all equations. This 
suggested that some producers may be both dairy and beef producers. Thus, 
when beef prices are low, resources may shift to dairying and vice-versa. 
The results for the fluid-industrial milk price difference variable are 
not as strong as those for the variable of average steer prices. In only 
two of the five models tested with this variable is there a significant 
estimated coefficient for this variable. In the tests of quota values 
with the price difference variable using deflated data, an inverse relation- 
ship appeared, while a positive relationship appeared when the models were 
tested on nominal data. This suggests that producers may think of fluid- 
industrial milk price differences in nominal terms rather than in real 
terms. 

When "cost of production" indices were postulated as contributors 


to fluid quota values, the results revealed a significant relationship 
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for farm inputs, dairy feed and hay prices. The farm wage variable was 
not significantly associated with fluid milk quota values. This insignifi- 
cance may be due to farm wages not being a major contributor to total 
production costs. 

A correlation matrix of the components of the Alberta fluid milk 
pricing formula was constructed. The results showed that some of the 
components were highly correlated to each other. This suggests that some 


variables could be omitted to achieve a simpler formula. 


Recommendations 

The following recommendations arise partly from the perceptions 
of the shortcomings of this study and partly from analysis of this study. 
First, simplification of the complex regulations pertaining to the milk 
industry is necessary. One possible way of achieving this simplification 
would be to integrate federal and provincial policies and regulations into 
one. A system where one authority administered and controlled milk market- 
ing would eliminate much of the present duplication. Second, further study 
on fluid quota policies and values should be undertaken; information on 
quota values and their determinants should be maintained over time. Third, 
further study on the "composite" index of the Alberta fluid milk pricing 
formula should be undertaken. This study should postulate different 
scenarios for the individual components and examine whether these would 
change the price of fluid milk. Fourth, changes in present Alberta fluid 
quota policy should be considered. With modern transportation equipment, 
fluid milk could economically be transported further, allowing for closures 
of inefficient processing plants. At the same time, this closure would 
allow fluid quotas to shift to areas where fluid production is more 
efficient. Studies to determine the effects of allowing fluid quota to 


shift to other areas are recommended. 
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where the variables are as defined in Chapter VI. 
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APPENDIX ™ 


GOVERNMENT OF THE PROVINCE OF ALBERTA 
ALBERTA REGULATION 169/75 


(Filed June 4, 1975) 
THE DAIRY BOARD ACT 
(O.C. 740/75) 


THE ALBERTA PLAN FOR MILK MARKET SHARING 


Allotment of Market Sharing Quotas to Producers 


7. (1) The Dairy Board shail allot market sharing quotas from the 
previncial entitlement as agreed to under the comprehensive milk mar- 
keting plan to fluid milk producers and industrial producers of milk 
and cream in accordance with this section. 


(2) During the 1975-76 dairy year, the Dairy Board shali automatic- 
ally allot free market sharing quotas ito any licensed producer whose 
production of industrial milk or cream is greater than his market shar- 
ing quota. 


(3) The additional amount of market sharing quota allotted under 
subsection (2) shall be equal to the individual producer’s total industrial 
milk or cream shipments during the current dairy year. 


(4) During the 1975-76 dairy year a new producer or a producer 
re-entering the dairy industry shall upon application to the Dairy Board 
be g-anted a market sharing quota of 12,000 pounds of milk if he is a 
milk producer or 420 pounds of butterfat if he is a cream shipper. 


(5) Where the amounts specified in subsection (4) are exceeded, 
additional quota will be allotted in accordance with subsections (2) and 
(3). 


(6) A new fluid milk producer will be allotted a2 market sharing 
quota equal to 13 per cent of his fluid sales. 


(7) Nothing in this section shall be deemed to reguire the Dairy 
Board to allot any quota where the provincial entitlement would be 
exceeded. 


(8) When an industrial producer is allotted 2 fluid milk quota, he 
shall relinquish to the Alberta Reserve a market sharing quota equal 
to. the fluid milk quota allotted, but in no case shall the producer’s 
market sharing quota be less than 13 per cent of his portion of fluid 
sales. 


Transfers of Market Sharing Quotas 


& (1) A producer may transfer the market sharing quota in whoie 
or ir: part to another producer in accordance with these regulations. 


(2) All transfers of market sharing quotas must be approved by 
the Dairy Board. 


(3) All applications for transferring of market sharing quotas must 
be made by the transferee to the Board on forms supplied by the Dairy 
Board. 
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APPENDIX M (CONTINUED) 


(4) When an application for the transfer of a market sharing quota 
is approved by the Dairy Board in any month, the transfer will become 
effective the first day of the month following and the transferor’s 
market sharing quota will be accordingly reduced or cancelled on the 
date that the transfer becomes effective. 


(5) The Dairy Board will not approve of a transfer of market shar- 
ing quota where the amount of the quota being transferred is less than 
12,000 pounds of milk at 3.5 per cent of butterfat or 420 pounds of 
butterfat per dairy year. 


(6) Except by permission of the Dairy Board a producer who ac- 
quires additional market sharing quota shall not be permitted to trans- 
fer a portion of this total market sharing quota during a period of 12 
months following the date on which the producer acquired the addi- 
tional market sharing quota. 


(7) Except by permission of the Board, a producer who disposes of 
ail or any portion of his. market sharing quota will not be permitted to 
acquire additional market sharing quota within a 12 month neriod fol- 
lowing the date on which he disposed of the market sharing quota. 


(8) An industrial milk producer shall not be permitted to transfer 
any portion of his market sharing quota if such a transfer would leave 
the producer holding a market sharing quota of less than 12,000 pounds 
of milk at 3.5 per cent of butterfat or 420 pounds of butterfat per dairy 
year. 


(9) A transfer from a cream producer of the producer’s markét 


sharing quota will not be approved if the transfer would leave the cream 
producer holding a market sharing quota of less than 420 pounds of 
butterfat per year. 


(10) A fluid producer who transfers all or part of his fluid quota 
must transfer at least an amount of market sharing quota equivalent to 
13 per cent of fluid sales related to the amount of fluid quota trans- 
fered. 


(11) A fluid producer may not by transfer reduce his market shar- 
ing quota below 13 per cent of his fluid sales. 


(12) When a producer transfers all of the market sharing quota 
allotted to him to another producer, the unused portion of the market 
sharing quota will be available to the purchaser for the dairy year in 
whic’: the transfer is approved, and in the next dairy year the whole 
of the acquired market sharing quota will be available, subject to main- 
tenance requirements in the year of transfer. 


(13) When a producer transfers a part of the market sharing quota 
allotted to him and retains part in his own name, the amount available 
to the purchaser for the dairy year in which the application is approved 
v ill be the amount of the reallocation, except where a lesser amount is 
specified on the application form. 


(14) A producer may transfer all or part of his market sharing 
quota to a member of his immediate family who continues to produce 
milk on the same farm. 


Market Sharing Quota Adjustments 


9. When changes occur in the Canadian domestic market for indus- 
trial milk or cream the Dairy Board may adjust the producer’s market 
Sharing quota in accordance with the comprehensive miik marketing 
plan. 


10. The Dairy Board may utilize the Alberta reserve 


(a) where the Dairy Board deems it necessary to adjust the allot- 
ment of market sharing quota held by producers, or any one 
producer, or 

(b) to allot market sharing quotas to a registered non-quota holder 
when his production exceeds 420 pounds of butterfat per dairy 
year. 
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APPENDIX M (CONTINUED) 


Market Sharing Quota Maintenance Requirements 


11. (1) A producer is required to market at leasf $F fer cent of the 
market sharing quota available to him in the 1975-76 dairy year. 


(2) Where a producer markets less than the ammount prescribed ju 
subsection (1), his market sharing quota for the 1976-77 dairy year will 
be reduced to his 1975-76 deliveries. 


(3) Notwithstanding subsection (2), a fluid producer’s market shar- 
ing guota shall not be reduced below an amount equal to 13% of his 
Class 1 sales as expressed on an annual basis. 


(4) A producer who increases the market sharing quota which he 
holds will be required to market 25 per cent of the annual equivalent 
market sharing quota available to him to avoid a quota reduction. 


(5) A producer who reduces the market sharing quota which he 
holds will be required to market at least 85 per cent of the new annual 
market sharing quota available to him in order to avoid a further guota 
reduction. 


Assessment and Levies 


12. (1) Each holder of a market sharing quota shall be assessed 
levies as ordered by the Dairy Board in accordance with the compre- 
hensive milk marketing plan, at the rate established by the Commission. 


(2) Each producer is hereby assessed by the Dairy Board three 
tenths of a cent per pound of butterfat delivered or one cent per hun- 
dredweight for industrial milk delivered. 


(3) Each vrocessor shall, before making payment to a producer, 
deduct from the total amount payable to such producer the amounts 
levied by the Dairy Board pursuant to subsection (2) and shall forth- 
with pay the amounts so deducted to the Dairy Board. 


13. Alberta regulation 74/72 as amended is hereby rescinded. 


(Extract from The Alberta Gazette, June 30, 1975) 
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APPENDIX N 


GOVERNMENT OF THE PROVINCE OF ALBERTA 
ALBERTA REGULATION 334/74 


(Filed December 18, 1974) 


THE DAIRY BOARD ACT 
(O.C. 2046/74) 


Quotas 


13. The Dairy Board shall determine the needs of processors and 
shall allot daily quotas to licensed producers supplying milk to processors. 


14. A daily milk quota allotted to a licensed producer by the Dairy 
Board shall remain in effect until it is suspended or revoked or changed 
in accordance with these regulations. 


15. (1) In January of each year the Dairy Board shall make any 
necessary adjustments in the daily quota allotted to each producer based 
on the average daily processor’s milk sales during the preceding calendar 
year and shall allot the quota to any additional producers where neces- 
Sary to meet the processor’s sales requirements. 


(2) Notwithstanding subsection (1), where the Dairy Board con- 
siders it necessary to do so, it may make adjustments in quota at any 
time. 

16. In January of each year the Dairy Board may reduce the quota 
of any licenced producer who has failed to deliver the full amount of 
his quota, calculated on a daily basis, during the quota period. 


17. The quota made available as the result of the reduction of a 
producer’s quota shall be allotted by the Dairy Board to licensed pro- 
ducers or to new producers in such proportions as the Dairy Board may 
determine. © 


18. The quota of a producer may be increased by the Dairy Board 
where that producer ships more than his daily quota during the quota 
period. 


19. The Dairy Board shall not adjust the quota of any licensed 
producer where all or part of the milk delivered by him to a processor 
is classified as being off-flavour. 


20. No.producer shall transfer quota unless 


(a) at least two years have expired from the date that the quota was 
allotted, and 


(b) the Dairy Board approves the transfer. 


21. A person who transfers all or part of his quota shall not receive 
any further allotment from the Dairy Board until the second annual 
quota adjustment following that transfer. 


22. (1) An application for the transfer of quota shall be submitted 
to the Dairy Board at least 14 days prior to the proposed transfer date. 


(2) A transfer of quota must be effective on the first day of a month. 


23. (1) Each producer shall deliver his quota every month to the 
processor to whom he is assigned. 


(2) Except where milk is picked up every other day the producer’s 
deliyeries shall be twice his daily quota. 


(3) The period between two deliveries of milk from a producer 
shall not exceed two days. 
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FPPENDIX MH (CCNTIEUED) 


24. (1) A processor shall accept all milk delivered in accordance 
with these regulations by the producers assigned to him. 


(2) The Dairy Board may transfer a licensed producer to such 
processor as it may designate. 


Graduated Entry 
25. A person who 


(a) is a resident of Alberta, 


(b) has marketed milk or cream to an Alberta plant for the 12 
consecutive months prior to September 1 of the year of applica- 
tion, 

(c) has marketed a daily average of at least 500 pounds of milk or 
the cream equivalent thereof for those 12 months, 


(d) submits an application prior to September 1 for entry on January 
1 of the following year, 


(e) has farm premises which meet the requirements for Alberta 
fluid milk production and are approved pursuant to regulations 
under The Dairymen’s Act prior to December 1 of the year of 
application or in the case of a cream producer who is converting 
to milk, such later date as the Dairy Board may determine, 

(f) has installed a bulk tank of sufficient capacity to store at least 
five milkings, and 

(g) has a milk production quality record both past and present 
which meets the requirements of regulations under The Dairy- 
men’s Act and Division 9 of The Provincial Board of Health 
Regulations under The Public Health Act, 

may over a three-year period be allotted a daily milk quota by the Dairy 
Board in accordance with section 26. 


26. (1) The Dairy Board shall in accordance with this section com- 
pute the quota to be allotted to an applicant (graduated entrant) under 
section 26. 


(2) The entrant shall receive a total quota equivalent to his basic 
daily production up to a maximum of 800 pounds per day. 


(3) The entrant shall receive 50 per cent of his quota on January 
1 of the year of entry and an additional 25 per cent on January 1 of each 
of the next following two years. 


(4) Where more applicants than are required qualify the Dairy 
Board may conduct a draw and allot quota in accordance with the results. 


(5) Where an applicant qualifies but no quota is available, his ap- 
plication shall have priority in succeeding years. 


(6) The entrant must maintain his daily basic production during 
the period of graduated entry and where this declines, his allotted total 
quota shall be reduced by a proportionate amount. 


27. (1) Upon completion of graduated entry, the entrant shall in sub- 
sequent years be eligible for a quota increase based on production on 
the same basis as other fluid milk quota holders. 


(2) The entrant or successful applicant may not transfer his right to 
graduated entry or his remaining entitlement except to a person who is 
a member of his immediate family or to a person who is purchasing his 
farm, buildings and herd as a going concern. 


(Extract from The Alberta Gazette, December 31, 1974) 
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